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Part I—Papers Read at Annual Meeting 


College Education for Insurance: 
A Minimum Program * 


Proressor Harry J. LoMAN 
University of Pennsylvania 


. 
Careers in Insurance Defined 


Inasmuch as it is not the intention of this paper to include collegiate in- 
struction for every possible kind of a career in insurance, some limitations will 
be placed on its scope. Many kinds of highly qualified technicians and profes- 
sional personnel such as physicians, lawyers and actuaries have their careers in 
the insurance business. Each of these groups has its own distinctive and well- 
established educational preparation which is apart from the present discussion 
although a substantial part of the type of program about to be outlined would 
serve as an excellent background for one who practices any of these specialties 
within the bounds of the insurance business. 


The careers with which we are concerned fall in what might be called the 
business operations area, including such activities as the determination of 
business and administrative policies, organization and management, personnel 
and public relations, financial operations, the marketing processes and includ- 
ing, in the case of insurance field personnel, the advising and counselling of in- 
surance buyers. 

Preparation for such careers is now a generally recognized responsibility 
of our colleges of commerce and business administration. The typical arrange- 
ment is a four-year undergraduate school, hence the proposals in this paper 
will relate to such schools. 


College of Business Administration Curricula (General Observations) 


Most of the colleges of business administration in the United States award 
a bachelor’s degree upon the completion of four years of undergraduate work. 
Those institutions which are members of the American Association of Collegiate 
Schools of Business require a common core of subjects of all who graduate. 
While this provides some degree of standardization on which to base a sug- 
gested major in insurance, there are limiting factors of no small magnitude. 
Thus, similar course titles do not necessarily mean the content is the same; 
many collegiate schools of business administration do not belong to the 
A.A.C.8.B. and have their own ideas about a common core; requirements be- 


1 The title of this paper is identical with the article which was published in 
your 1947 Proceedings when Dr. McCahan and I collaborated in the preparation 
of College Education for Insurance: A Minimum Program. The extent to which 
our proposals were acceptable to the membership was never clear and last spring 
we agreed to revise the article for presentation at today’s meeting. Unfortu- 
nately, Dr. McCahan and I did not discuss the changes we intended to make in 
the original paper, and consequently, the revision does not have the benefit of 
his thoughts. 


(5) 
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yond the basic core vary with the facilities and educational philosophy of the 
various schools, 

The latter point is particularly important to the discussion which follows 
because the insurance educational program about to be proposed has been 
greatly influenced by the author’s educational philosophy. At the same time an. 
attempt has been made to allow for the varying philosophies of the several 
schools. 

More specifically, the proposed program fer insurance majors is conditioned 
by the following beliefs and observations: 


1. A business administration degree is of a distinctive nature and if it is 
to be awarded in a four-year undergraduate school, certain core courses should 
distinguish it from other undergraduate degree programs. 

2. The comparative newness of colleges of business administration in the 
field of higher education causes opinions to differ widely regarding the precise 
list of required subjects. 

3. Even when labels or titles of courses are a matter of agreement the 
content may differ materially. 

4. An undergraduate program leading to a bachelor’s degree should re- 
quire a substantial portion (at least 40%) of its credits in ‘‘liberal arts’’ sub- 
jects. 

5. Beyond the core courses in a business administration program, there 
should be not only an opportunity but also a requirement that a student have 
an area of concentration or major. 

6. Some leeway for free electives should be made. 

Colleges of Business Administration Can Meet Needs of Insurance Personnel 

Teachers who are not acquainted with insurance as well as insurance 
practitioners whose knowledge .is confined primarily to insurance techniques 
might be surprised to learn that it is remarkably easy to fit an insurance educa- 
tional program into the curriculum of almost every college of commerce. A few 
years ago such a task would have been much more difficult because the several 
schools had such wide variation in what they regarded as business funda- 
mentals. But now their announcements reveal striking similarity in the core 
of courses available and required of one who seeks a college education in 
business. Fortunately, the course subject matter needed for the development 
of competent and responsible persons in other fields of business endeavor is 
to a large extent the same as that which is essential for those who choose 
insurance. Consequently, any one who is familiar with the current courses in a 
typical college of commerce will quickly identify a substantial portion-of the 
proposals that follow as the same core of subject matter that has been receiv- 
ing general recognition as fundamental to all business. 

In devising this program, consideration has been given to the fact that 
any practicable program must be adaptable to the schools that require the first 
two years to be spent on liberal arts subjects. When business subjects are thus 
confined to the last two years of a college curriculum this concentration cap 
be made more effective if it has heen preceded at least by some orientation to 
business subjects. Therefore, advantage will be taken of the commonly avail- 
able opportunity to classify ‘‘Economic Prineciples’’ and ‘‘ American Govern- 
ment’’ as ‘‘liberal arts’’ subjects to be studied within the first two years. A 
similar proposal will be made for ‘‘ English Composition’’ and ‘‘ Public Speak- 


ing.’’ 
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Since the suggested program is intended for institutions which grant a 
bachelor’s degree, another feature should be explained in advance. The mini- 
mum program will not include among its specifications the cultural courses 
that institutions normally require of degree candidates. There are wide dif- 
ferences of opinion regarding the nature of such courses and they do not need 
to be resolved for present purposes. Instead it will be assumed that one-half 
of the academic credits required for a degree will be classified as ‘‘liberal 
arts.’’ In other words, the specific mizimum proposals in so-called business 
subjects can be completed within 60 semester credits of academic credit work, 
and the cultural subjects can be included without difficulty in another 60 
credits or a total of 120 semester credits, which is the normal minimum required 
for an undergraduate degree. 

A recommended minimum number of hours of class instruction has been 
assigned to each suggested course. Admittedly, this is an invasion of the area 
of instructional standards but it is an important factor in the proposals. As 
previously indicated, the outline is designed to be fitted into the program of 
a typical undergraduate school of business. The typical school grants credit 
on the basis of the hours of class work taken by the students; the typical 
class can cover a limited amount of material per hour, and it is essential to 
cover certain material under certain class conditions, hence the estimate of the 
minimum number of class-hours required. 


Courses to be Required of all Insurance Majors 
Irrespective of the branch of insurance in which a student is primarily 
interested, i.e., life, property, or casualty, most of the required werk should be 
identical. Therefore, the subjects that should be common to all insurance 


majors will be discussed first and the specific insurance courses later. Each 
course recommendation will be identified with a separate title and brief de- 
scription of scope and content. No special significance should be attached to 
the sequence of the listing which follows. 


Economics , 

To understand the economic setting and business relationships, appreciate 
the functions performed by, and visualize the possibilities of the institution of 
insurance, one should possess a thorough knowledge of economic principles 
and problems. For this purpose two courses are suggested. The first should 
be ‘‘Economic Principles’’ for a minimum of 60 hours of class work. This 
course would include a general description of the broad institutional framework 
within which business activities are conducted; the fundamental ideas on 
which the system of free enterprise is based; the nature of production and 
each of its component factors; the conditions and circumstances which in- 
fluence the exchange of commodities and services in domestic and international 
trade; an analysis of the forces of demand and supply as they affect prices; 
the distribution of the national income in the form of wages, interest, rent and 
profit; comparative economic systems; and economic policy and planning. 

A secend course for at least 69 hours should be devoted to ‘‘ Economic 
Problems.’’ Economic Principles should be a prerequisite for this course jn 
which the principles would be applied to such things as price movements; 
price controls; business cycles; money and credit problems; international 
investment; foreign exchange; foreign trade; labor problems; employment 
agricultural problems; taxation; and problems of public finance. 
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Government 

Although it is essential for all citizens to understand the nature and opera- 
tion of government in the American democracy, the increasingly important 
governmental relations to business make it imperative for businessmen to be 
well informed on the operations and processes of the federal, state, and local 
governments. This requires an understanding of their powers, functions, re- 
spective areas of jurisdiction, and the methods used to administer and enforce 
their policies. To acquire such knowledge, a ceurse for 60-75 hours is suggested 
in ‘‘American Government’’ or one that is equally appropriate called ‘‘ Busi- 
ness and Government.’’ In either case the course should trace the rise of the 
Federal Government’s importance in regulating business activities and explain 
the methods and processes of control that have veen used. Special emphasis 
should be given to the increasing role of the administrative agency in such 
areas as transportation, communications and public utilities; banking and 
credit; security issuance and trading; wages and hours; and social security. 


Business Law 

Insurance is a business of contracts not only with respect to insurance 
policies but also because many of the needs for insurance arise from contractual 
relationships. In addition, numerous other aspects of insurance have a legal 
setting. Therefore some knowledge of law is an indispensable part of an in- 
surance man’s equipment. This does not mean that he should be his own lawyer 
but he should be fully aware of the legal basis and implications of his daily 
business acts. To the subject of ‘‘ Business or Commercial Law’’ should be 
allotted a minimum of 120 class hours. At least one-half of this time should 
be devoted to an introductory course that would include an explanation of law 
in society; the need for a set of principles that govern the business relations 
of one person to another; the place of the courts in interpreting and enforcing 
these principles; and a brief outline of the development of our legal system. 
At the same time the course should lay the foundation for more advanced 
work. The latter means that a substantial portion of the time in this basic 
course should be utilized in teaching the law of contracts, their formation, 
operation, interpretation and discharge; the legal and equitable remedies 
available; the law of agency; classes of agents and parties to an agency re- 
lationship; ways of creating and terminating an agency relationship; and 
the duties and obligations of the agent, principal and third party. This course 
should also give some attention to the law of torts. 

Following this course there should be at least 60 hours of instruction that 
would include the law of partnerships; formation of corporations; powers 
and liabilities of officers and directors; rights and obligations of holders of 
stocks and bonds; methods and responsibilities of corporate management; the 
law of sales; negotiable instruments; bailments; common carriers; real and 
personal property. This material could probably be handled more advan- 
tageously if divided into two courses of 30 hours each. 


Business Organization and Management 

e The organizational structure of business and the management process 
constitute another area that must be studied in order to understand the func- 
tioning of business. Although courses that explain the management process 
go under various titles, they are commonly identified as ‘‘ Principles of Busi- 
ness Organization,’’ or ‘‘ Business Organization and Management.’’ A course 
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for 60 class hours under this caption should be a study of the nature of busi- 
ness organization and the management process. This would include the under- 
lying nature of authority, responsibility, and accountability to the several 
groups affected; departmentalization; line and staff organization; the inter- 
relationship of the group of persons upon whom the work of management de- 
volves; and the way in which leadership and control are made effective. 


Finance 

The conduct of the insurance business is so largely financial in nature that 
it is common to think of it as part of the field of finance. In any event the 
inter-relationships are so numerous that. any person pursuing a career in in- 
surance should be familiar with financial institutions, the monetary and bank- 
ing system of the United States, including the operation of the Federal Reserve 
System; methods of credit control and the reasons for them; the methods of 
securing capital for business enterprise; the types of securities issued by cor- 
porations and the reasons for them; principles of commercial credit; the 
management of corporate income and surplus; and the principles and manage- 
ment of personal finances. 

The subject matter just outlined requires at least 75 class hours when 
covered in a general course entitled ‘‘ Finance’’ or ‘‘ Business Finance.’’ Not 
all of the above-mentioned topics deserve equal treatment and it is suggested 
that emphasis should be placed on financial institutions, the internal aspects of 
financing business enterprise, the external effects of the management of cor- 
porate income and surplus, and personal finance. It is recognized this proposal 
differs from the basic finance offerings of many of the schools of business ad- 
ministration at the present time. However, it is likely the problem could be 
solved by giving less attention to the investment banking aspects and more to 
the financial needs of the business manager. Such a change might be advan- 
tageous for most students of business administration. 


Accounting and Statistics 

Wherever one turns in the insurance business, he is faced with financial 
facts and statistical information. Figures and charts are widely used to show 
the results of insurance company operation and achievements. There are figures 
and financial statistics about the risks that have been underwritten and about 
risks that need insurance. Insurance management (like othér management) 
depends on these figures to show results achieved over a period of time and to 
help determine future control and direction. Agents and brokers need them to 
give proper service to clients* und to meet competition. Such use implies that 
the information has been derived from accurate records systematically kept 
and that the user has sufficient knowledge of methodology to enable him to 
interpret them correctly. 

The accepted principles and procedures for keeping records of the financial 
and other statistics of business, interpreting, analyzing and otherwise measur- 
ing and presenting them in understandable form are covered in ‘‘ Accounting 
and Statistics.’’ Although they are closely related subjects, a separate course in 

* Very often a knowledge of these subjects is essential to recognize the 
need for insurance as well as to determine the type and amount of insurance 
necessary. A knowledge of accounting, for example, is particularly valuable in 
handling business life insurance, estate planning, and business interruption in- 
surance cases. : 
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each is recommended. Preferably, ‘‘ Accounting’’ should precede ‘‘ Statistics, ’’ 
but this is not absolutely essential. 

The Accounting course should be the one commonly known as a ‘‘ First 
Year in Accounting’’ or ‘‘ Accounting Principles’’ and offered for a minimum 
of 75 hours. It should cover the body of principles followed in the orderly 
recording, assembling, and interpretation of the financial transactions of a 
business enterprise. This would include the principles of debit and credit; the 
preparation of balance sheets; profit and loss statements; original entries; 
periodical adjustments; capital and revenue accounts; main and subsidiary 
ledgers; partnership and corporation accounting; reserves and depreciation. 

The course in ‘‘Statistics’’ should treat the methods of collecting, analyz- 
ing and presenting business data with special attention to statisical interpreta- 
tion and criticism, It should not be the purpose of this course to develop statisti- 
cal craftsmanship, therefore, statistical mechanics need not be over-emphasized. 
At least 60 class hours should be allowed for it. 


Fundamentals of Insurance 

The desirability of offering a general or introductory course in insurance 
for the lay student has been widely recognized in many higher institutions of 
learning which give instruction in business subjects. Although such a course 
is normally designed for the student who does not expect to follow insurance 
aS a career, it can be planned in a manner that will satisfactorily constitute 
the foundation for insurance specialization. That premise underlies the sugges- 
tion that a <ourse of this type for a minimum of 60 class hours be included 
among basic requirements. 

Surveys of college and university courses in insurance’ and points of view 
expressed at annual meetings of this Association indicate that there is no 
common agreement as to either the objectives, the contents, or instructional 
standards for a general course. 

The survey prepared by David McCahan and Morris Hamburg in 1953 
indicates 204 institutions offer courses, for college credit, that serve as intro- 
ductory to the field of insurance. Most of these courses can be called ‘‘ General 
Principles of Insurance’’ but some of them are ‘‘ Risk and Risk Bearing.’’ A 
number of additional institutions provide orientation to the subject of insur- 
ance in line courses such as ‘‘ Life Insurance’’ or ‘‘ Property Insurance.’’ 

As the nature of the foundation course will obviously influence the scope 
and content of advanced courses intended for students who are specializing, it 
is suggested that in a college that wishes to establish a major in insurance, an 
introductory course in general principles should be provided, Irrespective of 
the precise title, text used or the point of view emphasized, the topics on which 
the student should be informed are nature and extent of risk in economic life; 
methods of handling risk; the nature and history of the insurance business; 
types of carriers; the legal nature and essential features of insurance con- 
tracts; measurement of risk and general principles of rating; reserves; re- 
insurance; financial statements; government regulation and economic services. 


Marketing 
From a course in economic principles one learns that business activity is 
* See particularly ‘‘College and University Courses in Insurance,’’ David 
McCahan and Morris Hamburg, The 8. 8. Huebner Foundation for Insurance 
Education, 1954, 
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engaged in creating form, time, place and possession utilities. While it is help- 
ful, especially in the field of property and casualty insurance, to know about 
manufacturing processes that create form utility, this subject matter is likely 
to be so technical that to fully comprehend it an engineering knowledge is 
needed. However, it is not so difficult to understand the creation of the other 
utilities and they embrace a wide area of economic activity. In addition the 
constant changes in the way goods pass from the producer to the consumer 
should be known by the insurance man not merely because it will help him to 
understand the functioning of the economic machine, but also because of the 
direct effect it has on insurance needs. 

A course in the elements of marketing having a minimum of 60 hours 
should fill this need. It would include a study of the types and characteristics 
of goods and consumers; consumer income and expenditures; consumer buying 
motives; marketing methods and their trends. 


English Composition and Public Speaking 

If the opinions of business men are any criteria, no subject is needed more 
than English. It will be recalled that the suggested program allows not less 
than fifty percent of the total credits to be taken in liberal arts subjects. At 
the same time, it assumes that within this fifty percent the colleges will require 
English courses for at least 60 hours that furnish instruction in grammar, 
punctuation, effective phrasing, sentence construction, paragraphing, composi- 
tion, and letter writing. 

For those entering the insurance business, this is not sufficient. So much 
of the activity of most persons engaged in this business necessitates oral presen- 
tation and explanation that a course in public speaking (not commonly specified 
as a prerequisite to a degree) is listed in the minimum program. Such a course 
would be conducted for at least 30 hours and cover the principles of effective 
speaking with practice under criticism. It should include speech composition 
and outline, a study of attention, motivation, persuasion, and agrument. Under 
criticism, the power of speech should be developed through practice in delivery, 
vocabularly, pronunciation, enunciation, diction, and action. 

Most of the subjects outlined thus far are not only available in the 
majority of collegiate schools of business, but many of them are required of 
all persons who are candidates for a bachelor’s degree in business administra- 
tion. 


There are three additional subjects which should be required of all in- 
surance majors. Since courses in these areas are frequently omitted from 
business administration curricula they will be discussed separately. 


Psychological Aspects of Business 

The individual pursuing an insurance career, or in fact pursuing any type 
of business career, will not be able ‘‘to live unto himself alone.*’ He must of 
necessity work with many people, both those within his own organization and 
those outside that organization with which it is transacting business of one 
kind or another. His own progress, as well as the personnel and public rela- 
tions of the company which he represents, is often dependent upon his under- 
standing of human nature and the manner in which he applies this understand- 
ing. 

A course of 30 hours is suggested in the principles of psychology, especi- 
ally as applied’ to business activities and relationships. This would include 
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such topics as analysis of human behavior; emotions, instincts and other native 
driving forces which underlie human conduct; acquired habits and interests; 
fundamental principles of handling human relations; development of desirable 
personality characteristics or traits; principles of influencing action by others; 
and reconcilement of conflicting interests. 


Taxation 

The importance of taxation in influencing business policies and profits as 
well as shaping the financial plans of individuals makes essential a 30 hour 
general course (of a survey type) covering the basic principles of the leading 
types of taxes having broad application. Such a course should include the 
fundamentals of taxes: (1) on property (as real estate and personal property 
or intangibles taxes); (2) on consumption (as sales and various excise taxes) ; 
(3) on business operations (as franchise, license and permit fees); (4) on 
incomes (as federal and state corporation and individual income taxes); and 
(5) on transfers of property (as federal and state, gift, transfer, succession, 
inheritance and death taxes). 


Social Problems and Social Legislation 

Problems created by poverty, sickness, accident, old age, unemployment 
and the like have become increasingly significant to the businessman in recent 
years as society has grown more complex, and as government has tended to as- 
sume a more prominent role in the solution of many problems which had 
heretofore been regarded as outside its province. No longer is it possible to 
leave their solution to individual action since the cause is usually so widespread 
in nature and beyond the control of the individual affected. To the person en- 
gaged in the insurance business this situation is doubly important. Not only 
must he, like any other businessman, assume a proper civic responsibility for 
remedying the conditions which create these problems and for paying taxes 
or otherwise contributing to the cost of alleviating their financial effects, but 
since many of these problems may be met wholly or in part by application of 
insurance principles, he must clearly grasp the relationship of his own institu- 
tion to their solution in that so far as reasonably possible the problems may 
be met through private enterprise. 

A 30 hour course is suggested to include the nature and extent of those 
problems with financial consequences which are particularly serious for society, 
such as disability from accident or sickness, unemployment, premature death, 
and poverty-stricken old age; methods for reducing or eliminating the primary 
causes; and various types of social legislation enacted to meet these problems, 
such as laws pertaining to workmen’s compensation, sicknesses and accidents, 
financial responsibility of automobile owners, the Social Security Act, unem- 
ployment insurance, and old age pensions. 


Summary of Required Courses 
The preceding remarks have contained so much detail that it is about time 
to review them so that a bird’s-eye view may be obtained. Hence a summary 
will be given before proceeding with the specialized insurance courses. 
For one who is a major in insurance, irrespective of specialty, the minimum 
program of basic courses can be summarized by titles, class hours, and se- 
mester credits as follows: 
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Class Semester 
Course Title Hours Credits 


Principles of Economics 60 4-6 
Principles of Accountiag 75 5-6 
American Government or Business and Government 60 4-5 
Commercial Law (Elements) 60 4-6 
Principles of Organization and Management 60 + 
Elements of Statistics 60 
Principles of Finance (Business and Personal) 90 
Fundamentals of Insurance 60 
*English Composition and Letter Writing 

Economic Problems 60 
Advanced Business Law 60 
*Public Speaking 

Psychological Aspects of Business 30 
Principles of Taxation 30 
Social Problems and Social Legislation 30 


t 


neonnh rh km Oo 


Total 


Sequence of Required Courses 
With the exception of ‘‘ Advanced Business Law’’ and ‘‘ Economic Prob- 
lems’’ all the required courses can be taken without prerequisites. This 
simplifies the problem of fitting these subjects into a concentrated period of 
study. 
Although two years of concentration in business subjects is sufficient to 


cover all of the courses that have been described, it is suggested that even when 
such study must be preceded by two years of liberal arts, at least ‘‘ Economic 
Principles,’’ ‘‘ American Government’’ and ‘‘ English Composition’’ should be 
taken within the first two years of college work. It should not be difficult to do 
this because ‘‘ English Composition’’ invariably is considered as a liberal arts 
subject and many colleges permit ‘‘Economic Principles’’ and ‘‘ American 
Government’’ to be counted the same way. Whether or not the latter is the 
case, it is often possible to take these as pre-business subjects in the second 
year of liberal arts work. : 

It should also be added that whenever the basic or survey course in insur- 
ance can be taken in the second year of college work, it will allow greater flexi- 
bility in the advanced insurance instruction. 


Areas of Concentration 


Just as this paper reflects the belief in a core of business fundamentals for 
all students who seek a college education for business, is also reflects a belief 
in the educational desirability of some concentrated study in a specialized 
field of business, Without providing a complete defense for the latter belief 
it will be said that unless a student at some stage of his college career is obliged 
to bring to a focus, on some definite business area, the various fundamental 
principles he has learned in a wide range of courses, he will not have been re- 
quired to coordinate and integrate his studies or his thinking. Moreover, such 

* These should be classified as Liberal Arts subjects thus reducing the busi- 
ness subjects to 735 class hours or 49 semester credits. 
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an omission may ieave the student mentally frustrated and cause him to de- 
precate his college education. Therefore, no apology is needed for saying that 
one should dig deeply into a specialized area, such as insurance, Instead, it may 
be asserted that, in a school of business administration, the failure to compel 
a student to go through the mental discipline necessary to understand the de- 
tailed functions, methods, and relationships of some specific economic activity 
to society and other economic areas, is overlooking an educational opportunity 
and obligation. 

If it were not for the previous observations, this statement might lead one 
to conclude that an elaborate program for an insurance major was about to be 
set forth. However, a check of the requirements for other major fields in the 
several schools of business will reveal that the current proposal is modest. It 
will be recalled that the total of the previously prescribed business courses 
amounted to 49 semester credits, and, for the most part, they are needed for 
an understanding of any and all kinds of business. Consequently, a student who 
had followed the recommended program to this particular point would not be 
justified in saying that his time in college was wasted because he later decided 
to enter some type of business other than insurance. 

If the general or introductory course in insurance suggested earlier in this 
paper is regarded as a required basic course (and it should be), those who are 
majoring in property and casualty insurance should take additional insurance 
courses totaling 150 class hours, If the area of concentration is life insurance, 
165 additional hours of instruction should be obtained. Since a person should 
be permitted to take advanced life insurance without advanced property and 
casualty insurance, and vice versa, the two areas will be discussed separately. 


Advanced Courses in the Property and Casualty Major 


The objective of the additional 150 hours should be to provide the student 
with an advanced and thorough knowledge of each of the introductory course 
topics as they relate to the various kinds of property and casualty insurance 
contracts separately and collectively. Wher one has successfully finished the 
advanced instruction he should possess a complete understanding of the need 
for each of the various kinds of coverage, the ways in which the different con- 
tracts attempt to meet these needs, the extent to which they are successful in 
doing so, the reasons for their limitations, and how to adapt and fit the con- 
tracts to the various economic needs in an effective and acceptable manner. 
Also he should have acquired a knowledge of the functioning of the institution 
of insurance as a unit ind as it is related to the rest of our economy. 

With the basic or introductory course as a prerequisite, the advanced in- 
struction should proceed rapidly and intensively. The various coverages which’ 
include everything excepting life insurance, would be examined separately and 
collectively from the standpoint of the nature of the hazard or hazards for 
which each was designed; for each major type of coverage this would include 
the analysis and interpretation of the insuring clause, its wording, intention, 
and meaning; an analysis and interpretation of the other policy conditions, 
terms, privileges, and obligations imposed on the insurer and the insured, 
with the reasons for each; the similarities, differences, and overlappings of 
these contracts, and the trends to modify, extend and integrate them; under- 
writing and selection, its functions and methods; agency and brokerage; rate 
making, the principles, problems and methods of manual, schedule, and merit 
rating; loss adjustment, policy conditions that govern, the problems and 
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methods of claim settlement; reserves, their nature, purposes, and calcula- 
tion; comparison of characterisiics and methods of each of the types of 
carriers with the reasons for their special importance in certain fields; re- 
insurance, its functions and methods; insurance surveys, i.e., hazard analysis 
and programming; financial statement analysis for each of the various kinds 
of carriers; loss prevention, the nature and extent of the problem in home, in- 
dustrial and public accidents, the methods available and in use to attack the 
problem; the evaluation of the progress that has been made by the various 
loss prevention efforts; company organization and operation, ineluding branch 
offices; cooperative and inter-company organizations, their purposes, methods 
aid accomplishments; government regulation and supervision, the need for it, 
the methods and processes used and results achieved; important insurance 
problems could be covered in connection with the appropriate topics, or treated 
separately as the concluding portion of the course. 

Although it seems desirable to include all of the advanced work in a single 
150 hour course, so the teacher could make maximum use of the functional ap- 
proach, such a scheme does not fit into the roster pattern of most colleges. 
Moreover, the homogeneity of certain sub-divisions of the material, the lack of 
teachers with knowledge in all of the topics, and the need fur flexibility in 
spreading or concentrating the study are other reasons for a breakdown. There- 
fore, when necessary the subject matter can be allocated to two courses for 90 
hours each, (If the material is divided into two courses more time is required 
than in a single course.) One of these could be devoted to ‘‘ Fire, Marine and 
Allied Lines’’ and the other to ‘‘Workmen’s Compensation, Casualty Insur- 
ance, Fidelity and Surety Bonding.’’ Each course could follow the basic pat- 
tern outlined for the 150 hour course, with appropriate allocation of topics 
that would otherwise be duplicated or are peculiar to one of the areas only. 


Thus, ‘‘agency and brokerage’’ could be included in the Fire and Marine 
course, but omitted from the Casualty course; ‘‘manual’’ and ‘‘merit’’ rating 
would be covered in the Casualty course but not in the Fire and Marine 
Course. 


Alternate Proposal for Course Arrangement 

An alternate proposal, designed to take care of those cases where neither 
the 150 hour course nor the two hour courses can be fitted into a college’s 
roster would be to divide the work into three 60 hour courses. The first two 
of these would carry the same titles as the 90 hour courses, the third would be 
known as ‘‘Insurance Problems’’ and should take up the more advanced prob- 
lems that would have to be postponed if the 90 hour courses were reduced to 60 
hours, 

The specific topics that could be transferred from the 90 hour courses are 
loss prevention, insurance surveys, regulation and supervision, and rating prob- 
lems. Current problems should be selected with a view to integrating the fields 
of property and casualty insurance. 

This plan may have some attractive features, but it should be repeated that 
the proposal of one course for 150 hours is more desirable, or the two 90 hour 
courses the more feasible, primarily because the student is enabled to concen- 
trate his insurance study in fewer semesters. Thus, the advaneed work in the 
twe 90 hour courses could be taken concurrently, but if three 60 hour courses 
are substituted, che problem course could not be taken with maximum benefit 
until the other two 60 hour courses had been completed, This would be a handi- 
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cap in schools that do not permit business subjects to be taken until the third 
college year. In any event the essence of any satisfactory substitute plan is 
that it find a way to cover the material prescribed for advanced study. 


Summary of Requirements for Property and Casualty Major 

In a general resume of the proposals for a property and casualty insurance 
major, the 150 class hours of advanced property and casualty insurance «ould 
be added to 735 class hours of required business administration subjects or a 
total of 885 hours (which equals 59 semester credits), plus 90 hours of re- 
quired ‘‘ liberal arts’’ subjects. (‘‘ English Composition’’ 60 hours and ‘‘ Public 
Speaking’’ 30 hours.) Inasmuch as the ‘‘ Principles of Economics’’ (60 hours) 
and ‘‘ American Government’’ (60 hours) have been included in the 885 hour 
total and many institutions permit either or both to be considered as ‘‘ liberal 
arts,’’ there should be ample time for some electives even under the most rigid 
50-50 system. 


Advanced Courses in the Life Insurance Major 


As has previously been noted, 165 additional class hours of instructions 
are recommended for the life insurance major, of which 135 should be in life 
insurance itself, and 30 in investments. 


Life Insurance and Life Uunderwriting 

The objective of the 135 hours in life insurance (in addition to the basic 
or survey course) should be twofold: (1) to provide the student with an ad- 
vanced and thorough knowledge of the principles underlying the strucutre of 
life insurance and its various operations, and (2) to give the student an under- 
standing of the ways in which life insurance can be applied to the needs for 
personal estate, property estate, and business. 

That portion of the instruction intended for meeting the first objective 
should be designed without reference to the exact nature of the life insurance 
activities in which the student contemplates engaging later, and should therefore 
be as applicable to the individual who expects to enter home office or mana- 
gerial work as to the one who has sales and service functions in mind. It 
should be arranged so that it can be taken as a separate course for 90 hours. 
It would include such topics as the underlying theory of life insurance, especi- 
ally the monetary value of human life and the level premium concept; analysis 
of contracts used by individuals; the mathematical aspects of life insurance ; 
selection of risks; special forms of life insurance, such as industrial and 
government; legal aspects especially policy interpretation, designation and 
status of beneficiary, and assignment; non-occupational accident and sickness 
insurance; group life insurance; public and private pensions, their benefits, 
financing and funding; organization and supervision of life insurance com- 
panies. 

That portion of the instruction intended for meeting the second objective 
would deal with principles of life insurance programming, estate planning and 
business liquidation insurance, for a minimum of 30 hours. It should include 
such topics as the general economie functions of life insurance in protecting 
human life values, in building, conserving and distributing estates, in protect- 
ing credit and indemnifying for key men, and in liquidating business intercsts ; 
the specific functions of the life underwriter in analyzing the prospect’s or 
policyholder’s needs, existent insurance, property estate and ability to pay; 
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the fitting and coordination of policies; the arrangement of settlement options; 
the planning of beneficiary designations; the distribution of premium pay- 
ments; the use of insurance trusts; the planning and protection of property 
estates; the effect of various types of taxation upon the insurance program or 
the property estate; the planning of business liquidation insurance agreements 
with reference to the economic, legal, tax, valuation, reimbursement and similar 
factors which are involved; the coordination of life insurance settlements with 
wills, personal trusts and business insurance trusts; and the fundamentals of 
pension trusts and group annuities, as well as other types of group coverages. 


Investments 

Through reserve accumulations under most forms of life insurance, policy- 
holders have a substantial interest in the investment portfolios of life insur- 
ance companies. Moreover, they use certain types of life insurance to attain 
the same objectives for which various kinds of investments might otherwise be 
secured. A person who plans to enter the field of life insurance should therefore 
have a good working knowledge of the investment field as well as understand 
the types of securities which are held by life insurance companies and the 
principles followed in their selection. 

A 30 hour course in investments is suggested, which should include such 
topics as: supply of, and demand for, capital funds; sources of investment 
information; formulation of investment policy; characteristics of basic types 
of securities; classification of securities by issuing organizations; analysis 
of securities; and mathematies of investment. 


Summary of Requirements for Life Insurance Major 

The 165 class hours of specialization required for the life insurance major 
should be added to the 735 class hours of required business administration sub- 
jects or a iotal of 900 hours (which is equivalent to 60 semester credits) plus 
90 hours of liberal arts subjects. (‘‘English Composition’’ 60 hours, and 
‘*Publie Speaking’’ 30 hours.) The comments previously made in the property 
and casualty major apply here, namely, that ‘‘ Principles of Economics’’ and 
‘* American Guvernment’’ have been included in the required business admini- 
stration courses even though many institutions permit either or both to be con- 
sidered as ‘‘liberal arts.’’ Consequently, there should be plenty of leeway for 
some electives under the Business Administration degree requirements row in 
common use. 


Desirable Additions to Minimum Requirements 

In an effort to fit the minimum suggested program for insurance majors 
to the typical curriculum framework, some desirable additions have been 
omitted. For example, in the property and casualty major separate courses on 
‘*Loss Prevention’’ and ‘‘ Real Estate and Appraisal’’ would be valuable addi- 
tions. In the life insurance major, it would be quite helpful if a course were 
added to cover the legal nature of wills, trusts, and guardianships including 
the powers, duties, and responsibilities of those who administer them. 

For both majors, an integrating seminar would be beneficial and because 
of the author’s strong belief in such seminars for all business administration 
majors the present opportunity for suggesting such a course will not be over- 


looked. . 
The work in such a seminar should bring together the students from the 
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life major and the property and casualty major. Admittedly, some of the 
seminar topics might be so specialized that a life major would have little 
interest in certain property topics and vice versa. However, the unity of the 
institution of insurance is such that each group would gain valuable and use- 
ful knowledge from the specialty of the other. It also would afford an op- 
portunity to study more fully and with greater understanding the interrelation- 
ships and problems common to all insurance. 


The Task Left for the Insurance Business 


It is not to be expected that the student who has pursued a program such 
as that outlined will be fully equipped upon its completion to assume important 
responsibilities in insurance work. No matter how talented he may be in his 
personal qualifications, how well the educational institutions may have met its 
responsibilities, or how thoroughly the student may have mastered the subjects 
he has studied, he will need specific training for, and possibly on, the job which 
he is to do. This is a matter of supplementing his understanding of the 
‘‘whys’’ with knowledge and skills in the ‘‘hows’’ of learning practices as 
well as principles—of acquiring facility in applying those practices efficiently 
and intelligently. In a broad sense, the education which he has received in 
various areas of subject matter is directed through training to performance. 
It is a process of combining ‘‘ thinking’’ and ‘‘doing.’’ 

As indicated at the outset, the type of educational program here presented 
has as its objective the preparation of persons for various areas of business 
operations in insurance. But it cannot do the enfire job and must therefore be 
supplemented by other training. The functions te be performed within this 
broad range mentioned will not be uniform—and the special training necessary 
to fit the individual to exercise all of those functions cannot be standardized. 
Moreover, even if those functions should be broken down into more or less re- 
lated groups, a single training program would not wholly suffice. There would 
still be the need for gearing it to the operating procedures and special practices 
of particular companies. 

Colleges and universities are not prepared today to take over even that 
portion of this specialized training program for which there may be important 
common denominators. Assumption of this function may come in course of time 
just as it has in various professional schools, such as those for medicine, den- 
tistry, law and teaching, where the school itself begins to effect the transition 
from ‘‘thinking’’ to ‘‘doing’’ before the student is finally placed on his own. 
Until the day comes when more specialized training is feasible, industry must 
assume the responsibility for handling the training process itself. However, 
the greater the extent to which industry and education comprehend the nature 
of their joint problem in providing adequate preparation, recognize the respec- 
tive part which each should play in the entire process, and co-ordinate their 
respective activities, the more economical, efficient and generally satisfactory 
is the result likely to be. One of the aims of this paper is to heip in further- 
ing cooperative endeavors in these directions, 





Teaching Insurance at an Advanced Level 
On the "Line" Basis 


J. Epwarp Hepges, Indiana University 


At the outset I want to say that I prefer not to use all of the time avail- 
able to me for the presentation of my formal comments, The nature of the 
issues posed by my topic are such, it seems to me, that we will profit more if 
all of us here participate rather fully in the discussion. My purpose, therefore, 
will be to outline the problem, suggest some of the issues which seem significant 
to me, and, finally, to state my position relative to these issues. If my comments 
are a bit cryptic with respect to some points, I hope you will use the discussion 
period to raise the questions which occur to you. Many of you, I know, will 
differ with some (or all) of my conclusions. I am equally sure you will not 
hesitate to voice your differences. 

The topic I agreed to discuss has been stated by our chairman. While the 
wording is silent on the point, I am assuming that we are concerned mainly 
with the property (property-casualty) field, since it is here that the principal 
problems arise. At any rate, since my paper presented at the meeting in Wash- 
ington last year dealt with the basic work in life insurance, I am confining my 
attention today to the property side. I presume most of us would agree on the 
basic concepts suggested by our topic. However, to avoid any misunderstanding, 
perhaps I should indicate what it means to me. 

First of all, I assume we should be concerned primarily with those prop- 
erty insurance courses taught in colleges or universities, at a level above the 
introductory or principles course, whether it be one in the economics of risk 
and risk-bearing or a survey course dealing mainly with insurance principles. 
Although some colleges or universities have no separate introductory course, we 
shall assume the more common situation in which such a course precedes more 
specialized instruction. 

Second, by the ‘‘line’’ method I mean an organization of subject matter 
and courses built around the traditional divisions of fire, marine, and casualty, 
with, perhaps, a further segregation of inland marine, workmen’s compensation, 
surety bonds, health and accident insurance, or others. Another possible division, 
though not extensively used would consist of property insurance (meaning 
direct loss), liability and workmen’s compensation, and others (possibly bonds, 
credit and title insurances). A unique division, found in the current edition of 
one principles text, follows a similar plan, but it includes workmen’s compensa- 
tion with health and accident insurance, under the heading of ‘‘insurance 
against disability.’’ The same text places theft insurance in the same category 
as fidelity bonds, under the heading of ‘‘insurance against dishonesty,’’ and 
adds a final category of ‘‘ insurance against failure of others,’’ which includes 
surety bonds, credit insuraace, and title insurance. For our purposes we shall 
assume the more common division into (1) fire and marine insurance, and 
(2) casualty insurance and corporate bonding. 

Any discussion of the ‘‘line’’ method is likely to take the form of a com- 
parison of this method or approach with what I call the ‘‘functional’’ ap- 
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proach, The latter is based on a separate consideration of contracts (other than 
life and perhaps accident and sickness), included in a course or courses above 
the principles level, and an additional course or courses devoted to organiza- 
tion, sales, rate-making, underwriting, loss adjustment, finance, regulation, and 
the like, with only such attention to variations among lines as may be required 
for distinction or illustration. Inasmuch as the ‘‘line’’ method is most widely 
used and understood, it seems appropriate to describe the alternative, the 
‘*functional’’ method, rather fully and then attempt to draw some comparisons. 
This, then, will be my approach. 

Let us assume as a base, a principles course of three or four semester hours, 
designated as a prerequisite for the advanced courses which we shall consider. 
We can assume further that this course is designed to serve the multiple pur- 
pose of acquainting the student with the institutional nature of insurance and 
its economic and social significance, of making him a better informed insurance 
buyer, and of preparing certain students to undertake subsequent professional 
study. Let us also assume that those who undertake the next level of study 
will either be those wishin to prepare for professional careers in insurance or 
desiring to acquire profic'eucy for some such purpose as insurance administra- 
tion in connection with real estate management, manufacturing, merchandising, 
or the like, 

The next step for students of both classes, the functional approach as- 
sumes, is a thorough knowledge of contracts and the adaptation of those con- 
tracts to various risk situations. The number of semester hours to be so used 
depends on a variety of factors. Three to four semester hours is a minimum. 
If, as I believe is frequently the case, the principles course has gone rather 
fully into some of the basic contracts such as fire and extended coverage, 
marine, personal floaters, automobile, general liability, and workmen’s compen- 
sation, then the contracts course would need only to review these. The bulk 
of the course would be devoted to consequential loss and allied fire lines, trans- 
portation coverage, aviation, theft, and miscellaneous casualty lines and cor- 
porate bonding. Admittedly, the scope suggested is ambitious; perhaps some 
would say it is impossible! 

If, in the principles course, no time, or relatively little time, has been spent 
on the specific forms of insurance mentioned above, even greater difficulty 
would be faced. However, by concentrating on fundamental characteristics of 
the various contracts; by emphasizing their similarities and their differences; 
and by avoiding, at this point, bypaths into rate making, reserves, underwrit- 
ing, and the like; much can be accomplished. 

The next level of work, under the functional plan, would include the true 
functional aspects of the business: company and internal organization, market- 
ing, rate making theory and practice, underwriting, reinsurance, financial prob- 
lems, loss adjustment, loss prevention, regulation, and other governmental rela- 
tions. Such a course would normally be designed for students whose primary 
interest is professional. The subject matter would be of lesser interest to the 
second class of students mentioned above, although occasionally one might wish 
a further insight into the functions of the industry. 

Just a word about the method to be employed in such a course. I prefer to 
make assignments in terms of broad topics covering, say, one or possibly even 
two weeks work. Reading assignments are suggestive rather than closely defini- 
tive, making the student responsible for reading widely. Class periods then tend 
to be devoted to a synthesis and crystallization of the important ideas, theories, 
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principles, or techniques. Insofar as possible, principles applying to all or most 
lines of property insurance are laid down. Practices in various lines are drawn 
upon for the purpose of illustration or explanation of significant differences. 
Short tests over the various blocks of material are desirable. It is preferable to 
utilize the problem approach, Homework assignments employing the same ap- 
proach may also be used. 

Perhaps I should pause here to point out that at Indiana, seniors in the in- 
surance concentration are combined with graduate students in the course we 
have been discussing. By and large, the backgrounds of these two groups are 
similar so far as insurance and related courses are concerned. The graduate 
student who is deficient in his knowledge of contracts may be asked to audit 
the contracts course. I realize that combining graduates and undergraduates is 
not a desirable nor an accepted procedure. Yet it has not worked badly for us, 
and the procedure does effect an important economy of instructors’ time. If 
enrollment at this level were heavier, of course, the two groups would be 
separated. 

A word now as to the amount of time spent on advanced work in property- 
casualty insurance. In our program the two courses discussed, in addition to the 
principles course, constitute the basic core. We also offer a seminar, not re- 
quired, but usually taken in the last semester of the senior year and also open 
to graduate students. Here, the student may read extensively and report on 
fields of special interest. Current problems are studied and discussed, and some 
training and experience in research techniques are afforded. Also, a C.P.C.U. 
review course is offered. This enables the student who plans to take one or more 
C.P.C.U. examinations at the close of his senior year to review, marshall and 
point up previous work, fill in gaps, and develop a proper orientation toward 
the examinations. However, these two courses are related only indirectly to our 
subject which concerns, primarily, the basic core already discussed. I am sure 
it will be objected that the number of class hours is inadequate. Certainly it 
falls far short of the 180 class hours proposed »y Professor Loman and the late 
Professor McCahan in their ‘‘ Minimum Program .. .,’’ presented in 1947. Yet, 
if my interpretation of the information contained in the 1954 survey of ‘‘Col- 
lege and University Courses in Insurance’’ is accurate, two three semester hour 
courses is typical. If this be true, then I should like to pose the question: 
‘May not the accomplishment within that limit be greater for the professional 
student with a more appropriate division of material for’ the noninsurance 
major, than under the line method of instruction?’’ We might add here, that 
if an additional course is to be offered, it could be devoted to contracts, thus 
approaching the compromise suggestion of three courses (albeit of some 45 
class hours each rather than 60) as included in the ‘‘ Minimum Program, . .’’ 
referred to above. 

So much for our outline of the ‘‘functional’’ approach. Assuming now 
that most of us are familiar with and experienced in the use of the ‘‘line’’ 
method, let us, before contrasting it with the functional, summarize its ad- 
vantages: 

1, The available text material fits better if we follow the traditional pat- 

tern of one basic text to be purchased by the student for each course. 

2. The subject matter may be better adapted to three or two semester-hour 

or five quarter-hour courses which seems to be the most widespread 
pattern. 
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. It permits the student to learn more about one line, assuming this to be 


his interest. 


. It requires much less effort on the part of the teacher in organizing 


and preparing a syllabus, synthesizing materials, conducting classes, 
and testing students. 
The method facilitates the transfer of credits. 


In spite of the advantages of the ‘‘line’’method and the disadvantages of 
the ‘‘functional’’ approach, I nevertheless prefer the latter for the following 
reasons : 


5 


It seems to me a waste of time to repeat certain fundamentals, for 
example, rate-making, as a preliminary to the discussion of fire insur- 
ance rating, marine, and later various forms of casualty insuranco. 
Under the ‘‘line’’ method this would be necessary. All those in any 
one course would not necessarily have had these fundamentals in 
another. 


. Students of the professional class need intensive work in the functional 


aspects of insurance. I believe these can be more effectively taught if 


’ there are no interruptions for the purpose of considering con*racts, en- 


dorsements, and the like. 


. The plan serves majors and non-majors equally well. 
. The ‘‘functional’’ approach appears to permit the coverage of a 


maximum amount of material with a limited expenditure of class or 
eredit hours. This economy seems necessary if other areas of importance 
to the insurance majors aré not neglected: For example, advanced 
business law, accounting, management, and taxation. 


. This method permits proceeding rapidly, admittedly cramming a great 


deal of material into a short space of time. However, the average stu- 
dent, I believe, gets more than he would under the ‘‘line’’ method; 
the best student tends to profit through his exposure to a greater 
amount of material. 


. It is possible to combine advanced undergraduates with graduates 


effectively so as to permit more efficient use of instructors’ time. 


. The business generally seems to be moving in such a way as to break 


down traditional barriers, making a clear ‘‘line by line’’ division more 
and more difficult. Multiple peril contracts are an example. 


. Text materials for use are now greatly improved over those available 


a few years ago. The necessity of using a considerable number of texts 
at least partly is overcome by providing adequate numbers of library 
copies for reference use. 


. The ‘‘functional’’ method tends to emphasize the similarities rather 


than the differences among lines of insurance, thus following the trend 
of development within the industry and avoiding the ‘‘tunnel vision’’ 
or the ‘‘myopia’’ that arises from excessive compartmentalization. 





Tomorrow i the Automobile Liability Business 


C. A. Kune 
Whartun School, University of Pennsylvania 


As I understand my assignment, my duties this afternoon are to go some- 
waat beyond those of introducing the members of the panel and of leading the 
discussion to follow their papers. I have been asked also to attempt a statement 
of what appears to me to be the main factors underlying the automobile liability 
situation and to give some suggestion of the main issues that have emerged 
from this situation and of solutions proposed to meet it. For two reasons, I 

ll attempt only the briefest summary of this enormous and enormously com- 
plex subject. The first is the time allowance. The second is my wish not to 
trespass on the province of the panel members. This statement is not a sum- 
mary of the papers to come; it is intended to supply background for them. 


Underlying Factors and Major Trends 

It is not possible nor necessary to be too precise but at least five factors 
have contributed to the emergence of automobile liability insurance not only as 
&u major insurance question but also as a major social question in the last half- 
decade. Superficially these questions, and these factors, seem to be of quite un- 
equal importance to different insurers and insurer groups; indeed what appears 
to be grave problems to some insurers may seem to be golden opportunities to 
others. But if there is one conclusion that even the most partisan judge should 
be able to see is that no insurer, like no man, is an island. Thus, the automobile 
liability problem is major precisely because a sound solution must transcend 
immediate and partisan advantage. We are proud that American culture, to an 
extent so universal we take it for granted, is one that rolls on automobile wheels. 
We demand the advantages; we must therefore assume the costs of an auto- 
mobile civilization. 

Of these five factors the most conspicuous, and probably the most import- 
ant, is the rapidly rising automobile liability insurance costs. During the five 
years ending with 1953, average claim frequency and average claim amount 
have both increased, with by far the greater responsibility for rising premiums 
per automobile being ou the latter: on higher average awards and out-of-court 
settlements rather than on worsened accident experience. (These trends are for 
insured automobiles. However, for the same period, National Safety Council 
countrywide death rates per automobile have also declined; and, as nearly as 
these can be computed, nonfatal frequency rates have at least held their own.) 
The trend to higher average claim amount is explained partly in terms of what 
is often referred to as the jury problem and partly in terms of inflation. On 
analysis, these are found to be closely related. Sometimes by the jury problem 
one means the rapidly increasing appreciation by the layman of the value of 
human life. Sometimes it means the progressive breakdown of negligence as a 
legal basis for determining both the fact and the amount of injury resulting 
from an automobile accident. Related to the latter is an apparently growing 
lay antipathy toward the insurance industry, particularly that branch that 
offers as its principal service the defense of liability claims. Whatever inter- 


(23) 





24 Journal American Association University Teachers of Insurance 


pretation one makes of the essential nature of the jury problem, its significance 
for automobile liability insurance is obvious and ominous. 

The rising cost factor would be largely of academic interest if it had not 
resulted in extremely heavy underwriting losses, climaxing in 1951 in stock 
company losses of over $100,000,000. (The mutuals in that year showed the 
lowest underwriting profit of the decade.) Contributing in no small degree to 
these losses was a second factor the lag inherent in premiums applied prospec- 
tively, that is, insurance is calculated in advance of the period covered by the 
insurance and, therefore, based on data representing a period different from 
that of coverage. Generally speaking, insurers are willing to take the risks of 
lag on the assumption that what they lose on the swings they will gain on the 
roundabouts; but when costs are rising so rapidly on a line producing so great 
a volume of premium they perforce must re-examine this assumption. It is only 
a partial answer to say that insurers are more likely to complain of the evils 
of lag when costs are rising than when they are falling. The fact is that on 
balance the advantages to the insurer of lag can never be as great as its defects. 
The reasons are that when costs rise regulatory authorities to a man discourage 
rate-level adjustments upward and even if these are allowed the benefit is de- 
layed until the effective date of new policies. On the other hand, when levels 
are adjusted downward competitive pressures and agency relations combine to 
require immediate credit on policies in force. Recent improvement in under- 
writing results does not diminish the significanee of this factor in the liabilty 
problem, rather it temporarily conceals it. 

A third factor, and this ironically the result of the long and arduous efforts 
of insurers themselves, is the constantly increasing proportion of insured to 
total automobile owners. It has been estimated recently by the National Bureau 
that 70 per vent of private passenger automobiles are insured for liability. This 
affects the business of providing liability insurance in two important ways. 
With every added insured person, given the layman’s almost granitic im- 
perviousness to the insurance idea of pooling vis a vis the banking idea of de- 
posit and withdrawal, one more item is added to the political equation in rate- 
making and rate-regulation. And when, as in New York, well over 90 per cent 
of all automobile owners are insured, it is a fair assumption for the claimant 
that his defendant is an insured defendant; and he and his lawyers will pro- 
ceed accordingly. Even where the ratio of insured to total owners is lower, this 
assumption of insurance is still a sound one for the claimant’s working pur- 
poses. 

The recent emergence of a buyer’s market in insurance, and with it what 
might be called the new competition, is also a part of this situation. Rising 
prices of things in general and of automobile insurance have produced a much 
warier buyer attitude. The pressure of statutory quasi-compulsion contributes 
to this and deprives the buyer of his usual way out of a high-price market— 
doing without the product. How much the buyer’s market is cause and how 
much effect cannot be determined, but it is intimately connected with the 
phenomenal rise in size and importance of specialty or one-line insurers. These 
insurers are usually but not always mutuals. Their appeal is primarily but not 
exclusively that of price. The price advantage is the result of selective under- 
writing or of lower than average administrative expense, particularly acquisi- 
tion, or both; insofar as these insurers rely on an expense advantage, it is 
derived from administrative economies at the home or regional level or from 
reduced producer function or both. 
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Finally, in any evaluation of this situation, the impact of the new casualty 
rating laws must be censidered. Now for the first time, they are applicable in 
every state, where only. a decade ago the number of regulated states could be 
counted on the fingers of two hands, 

The complexity of the automobile liability situation is suggested by the 
fact that, of the tive factors I have listed, the first and the last operate en- 
tirely from outside the insurance industry, the third and fourth largely so, and 
even the second is strongly influenced by outside considerations and prohibi- 
tions. 


Pending Issues and Possible Solutions 

In this section of my remarks I shall be even briefer because on these 
matters we may expect the professionals on the panel to be most explicit. A 
realistic evaluation of issues and soluticns, I believe, requires that we discuss 
separately those that are current and those that, while none the less important, 
are at the moment latent. First, there seems to be three current issues. 

Clearly, the most important is the issue of what is an appropriate liability 
rate structure. The rate structure has been attacked because: (1) average 
rates or rate levels are said to be too high; (2) the system of classifying risks, 
that is of allocating insurance costs among groups of insured persons, is said 
to be inequitable; and (3) in any event, the classification system should be sup- 
plemented by individual risk or experience rating for the individual automobile 
because of alleged intra-classification inequities inherent in a system of charg- 
ing insurance costs as broad averages. 

As far as rate level is concerned, there seem, as far as the business as a 
whole is concerned, to be only two possibilities: (1) reduction of automobile 
accident frequency; (2) mitigation, insofar as there can be agreement on 
what these are, of the irrational elements in the jury problem and thus the 
reduction of average third-party payments. Both of these are long shots; both 
are almost entirely beyond the influence of the industry. On the assumption 
that there is a definite limit to the proportion of preferred automobile risks to 
the whole, it is clearly impossible for all insurers to select carefully and for all 
insurers by this method to reduce pure premium costs. The possibilities of re- 
ducing administrative costs, particularly acquisition, depend on the extent to 
which the majority of insurers will accept the premise and to which agents 
will agree that these costs must be reduced if they are to remain competitive, 
particularly for better business. The logic of events seems slowly, though pain- 
fully, to be working in the direction of such acceptance. At the same time, in- 
surers may take some comfort from the increasing disposition of the rate 
authorities to permit the introduction of calendar year trend data and an- 
alogous devices designed to make the rate level more responsive. 

Refinement of the classification system, as in the new seven-class National 
Bureau plan, has the advantage of appealing to the best segments of the earlier 
three-class system through a reduction in rates. Whether this reduction will be 
great enough—it is generally accepted that it requires a 12 to 15 per cent re- 
duction in National Bureau levels to make these competitive with specialist in- 
surers—will require time to develop. One result, of course, will be to produce 
even keener competition for select risks. 

It is a significant fact that with rare exceptions actuaries as distinquished 
from salesmen and front office men are opposed to individual risk rating for 
the single automobile. The reason lies in the very low loss frequency and the 
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resulting nearly complete lack of evidential value of the experience of the ex- 
posure unit. The fact is that these plans are really another way to classify 
risks, and technically a very defective way. However, we may expect more and 
more of these proposals; their attraction for legislator, insurance commissioner, 
and agent for essentially the same reasons is compelling. 

A second issue very much to the fore these days is this: are we in the 
midst of a major revolution in the marketing of automvbile insurance? Some 
observers would say that this issue has already been decided, that the revolution 
is over. A more likely conclusion it seems is that: (1) in the future, there 
will be even keener competition for select business; (2) multi-line insurers will 
prove to be able to stay in this competition partly because they will reduce 
acquisition expense and partly because they will be able to justify a higher ex- 
pense than specialty writers because they will give more service on a wider 
circle of insurance lines. 

The issue presented by what I have called the jury problem is, I believe, 
the most complex of ail; indeed, we have not yet even started to state the issue. 
If we mean by the jury problem one that results from the layman’s increased 
appreciation and translation into dollars of damages the value of human life or 
one that reflects rising prices and wages, there is no issue. This is proof that 
the negligence system is working according to plan. If we mean by the jury 
problem the breakdown of personal fault or negligence as the basis for personal 
injury indemnity, that is quite something else. ‘It has been more than twenty 
years since an eminent committee of jurists, law school deans, and lawyers gave 
it as their opinion, based on a careful study of the facts, that ‘‘insurance 
companies pay in so large a proportion of [ automobile] cases in which liability 
insurance is carried, that the principle of liability without fault seems almost to 
be recognized.’’ Nevertheless, we continue to try to make this system work, be- 
cause we fear that alternative systems might have even graver faults. This fear 
is understandable, but it should be recognized thet the jury problem is one re- 
sult of our failure in this country to face the facts of the breakdown of the 
automobile negligence system. Seen in this light, it would appear that the con- 
cern of insurers should be not the increasing aggressiveness and effectiveness of 
counsel in automobile liability cases but a serious re-examination of the legal 
system which produces such grotesque and dangerous results for their business. 

Lastly there is an issue just as important as any I have discussed, although 
it is not currently in the forefront of public attention. Namely, compulsory in- 
surance. At the moment, pressures for compulsory liability insurance appear 
to be siphoned off through a variety of devices, actual and proposed. The 
chief devices currently in operation are financial responsibility laws, assigned 
risk plans, and the beginnings of a new device, the judgment satisfaction fund. 
But these are neither complete nor permanent substitutes for compulsory lia- 
bility insurance. The assigned risk plans, for example, are increasingly under 
fire by insurers themselves; and the recent proliferation of still other sug- 
gested substitutes shows that the issue still lies very close to the surface. Sub- 
situtes range from an endorsement on the liability policy providing disability 
and death benefits for insured owners; through an endorsement paying the in- 
sured owner, his wife and minor children whether in an automobile or not the 
amount of judgment against another motorist when the latter is unable to pay; 
to an endorsement providing scheduled compensation benefits to persons willing 
to waive negligence rights, who are injured in an automobile accident operated 
by the insured. 
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It would, however, be a mistake to assume that the demand for compulsory 
automobile liability insurance has been completely diverted. This demand ap- 
pears to drive primarily from the success of financial responsibility laws in in- 
creasing the proportion of insured owners; the layman does not appreciate the 
insurer’s point that, even if the effect of ‘‘voluntary’’ arrangements is to raise 
the proportion to 95 per cent, the right to screen out the other 5 per cent is 
critical. Should New York, or another key state, pass a compulsory liability 
law, the whole face of the situation would change. 

There is at the moment, as far as I know, no proposal for compulsory 
automobile compensation, nor for government insurance of the automobile lia- 
bility hazard. 
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JAMES M. CAHILL 
Secretary, National Bureau of Casualty Underwriters 


In order to avoid repetition in the remarks of the three speakers, we decided 
that I, as the first speaker, would deal with ‘‘Tomorrow’’ with the literal 
meaning of what is immediately ahead. 


Growth in Volume 

Undoubtedly, the automobile liability premium volume will continue to 
grow, with the constantly increasing number of cars on the road and with the 
need for automobile liability insurance on the part of most car owners. Stronger 
financial responsibility laws are increasing the proportion of insured cars in 
most states, but also most insureds ar» buying higher limits of coverage and 
extras in the form of medical payments insurance, etc., in order to have ade- 
quate protection in the event of an accident. - 

May I remind you that the growth of the automobile liability insurance 
business during the past decade, and especially during the past five years, has 
been spectacular. From a countrywide premium volume of only a few hundred 
million dollars before and during World War II, the written premiums for 
automobile liability insurance increased to one and one-eighth billion dollars in 
1948 and then more than doubled to be greater than two-and-a-quarter billion 
dollars in 1953. 


Greater Competition 

The growth in automobile liability premium volume over recent years has 
been accompanied by increased competition, particularly from specialty com- 
panies in the automobile insurance field. In looking toward the future, we can 
expect that competition, as we know it today, will continue and also that, in all 
probability, it will grow more intense.. The competition is not only in price, but 
in policy coverage, policy term, instalment premium payment plans, additional 
optional coverages, and, last but not least, service. 


Broader Coverage 

Unquestionably, the coverage under the automobile liability policy will con- 
tinue to be broadened. Since the first standard provisions basic automobile lia- 
bility policy became effective January 1, 1936, it has been revised four times. 
Each time, the revision has resulted in broadened coverage for the insured. The 
National Bureau of Casualty Underwriters and the Mutual Insurance Rating 
Bureau are now in the process of completing the fifth revision of this policy 
which will result in their companies affording still broader coverage. 


Insuring the Car vs. Driver 
The present system of insuring the car, rather than changing the rating 
system as has been suggested by some to insure the named driver instead, is 
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likely to continue. To insure the driver, instead of the car, would provide an 
opportunity to trace the accident and conviction records of the individual 
operators so that those with bad records and those with clean records could be 
identified and perhaps rated accordingly. However, such a proposal is in conflict 
with the law of our land, more specifically, the law of agency. The liability 
laws in effect in most states impute liability to the owner of the automobile 
whether it is operated by the owner or by another with his permission. It is 
obvious that to insure the individual driver would result in many legal entangle- 
ments. Also, the financial responsibility laws in effect in the various states are 
based on the law of agency, and legislative action would be required in all 
states in order to adopt a program of insuring the individual instead of the car. 


Classification Refinement 


I think that car classification instead of becoming less refined will become 
more and more refined, The seven-classification plan for private passenger cars 
which was adopted last year has proven to be basically sound in operation. It 
will be revised in the light of practical experience so as to do an even better 
job in measuring material differences between different categories of risks. 

A recent survey in New Hampshire, the only state where a sing!s classifica- 
tion applies to all private passenger cars, illustrates why a refinement of classifi- 
cations is desirable. It was found that approximately 60 per cent of the risks in 
the assigned risk plan in thai state were cars with operators under 25 years of 
age. Because underwriters know that risks with youthful drivers constitute a 
class of business that is not adequately rated by the present single classifica- 
tion rate, the market for this business naturally is restricted. Would it not be 
far better to establish a classification system under which the various types of 
risks would be properly rated and thereby enabled to obtain their insurance in 
the open market? True, the less desirable risks would pay higher rates than at 
present but, conversely, the more desirable risks which are far more numerous 
would pay less than they now do under the single classification system. 

In further refining of classifications, it is likely that recognition in rates 
will be given in the case of family car risks to the lesser hazard presented by 
females under 25 years of age as compared with youthful male operators. 
Where the car is not individually owned or principally operated by a driver 
under age 25, the exposure to accident is considerably less for young women 
drivers than for young men. The young women, for the most part, have the 
use of the car less frequently than the young men, particularly during the very 
hazardous evening hours, and generally speaking it is more usual for young 
women to be accompanied by responsible older people. 


Driver Training 

I think that I can predict with some certainty that rate credits for high 
school driver training will be adopted by companies more generally. The 
statistical evidence to support the value of high schocl driver training courses 
in reducing the accidents caused by youthful drivers is not conclusive. How- 
ever, it is felt that recognition of the successful completion of an adequate 
course of this nature by means of a credit applicable to automobile liability 
insurance rates will have a notable psychological effect and will go a long way 
toward stimulating the expansion of this program in a larger number of schools 
and in improving the teaching standards. The goal, of course, is to further this 
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educational effort in the hope that it will improve the driving record of operators 
under 25 years of age as a group. 


Merit Rating 

There continues to be a good deal of public sentiment for merit rating, 
that is, for some plan granting a credit for automobile private passenger car 
risks that have demonstrated an accident-free record for a specified period of 
time. As you know, the idea of merit rating is not new. Merit rating plans 
have been adopted and put into effect in the past but, in most instances, they 
have been found wanting. 

The member companies of the National Bureau are not opposed to merit 
rating in principle and have recorded themselves as favoring the introduction of 
merit rating provided that a sound and workable plan can be developed. So far, 
however, we have not been successful in developing a plan that measures up to 
these requirements for the simple reason that enough dollars must be collected 
in the form of premiums to pay the total losses and expenses. If a credit is to 
be allowed to the high proportion of insureds who would be accident-free in the 
course of a year or even two or three years, this must be made up by either a 
very high surcharge on the risks that have accidents or by an initial loading in 
the basic rate structure. Claim frequency records show that ‘on a countrywide 
basis about eleven out of each 100 individual car risks will have an accident 
producing a liability loss in a year’s time. Accordingly, under a merit rating 
plan based on one year’s experience, approximately 89 per cent of the policy- 
holders would be eligible for a rate discount. Everyone of you will agree, T am 
sure, that the introduction of a merit rating plan will have very little favorable 
effect on the number of accidents and on the losses incurred by the companies. 

Nevertheless, study continues on this problem to see whether some plan of 
merit rating can be worked out which will be sound and yet will not tkrow the 
rate structure out of baleuce. - 


Compulsory Inswrance 


The agitation for compulsory automobile liability insurance continues to 
pose a serious problem. Compulsory insurance is in effect in only one state, 
Massachusetts. During the almost 30 years that have elapsed since it was 
adopted in that state, not a single other state has made insurance compulsory 
for all vehicles licensed in the state. In the interim, many other states have 
made studies of compulsory insurance and have rejected it. 


Unsatisfied Judgment Fund 


The unsztisfied judgment fund has been held forth by some as an alterna- 
tive to compulsory insurance. However, the insurance iudustry generally does 
not feel that an unsatisfied judgment fund, such as that enacted in New 
Jersey in 1952, is an answer to the problem. 

The New Jersey Unsatisfied Claim and Judgment Fund Law presents its 
own problems and dangers. In the first place, the creation of such a fund has 
brought the state into the insurance business to a certain extent and we must 
be ever fearful of the ‘‘camel’s nose in the tent’’ treatment. In the second 
place, because of the provision for assessment in the event the fund develops 
a deficit, the companies in effect have had to give the fund a potential blank 
check. This obviously could become a serious matter if, because of a business 
depression, the proportion of insured cars in New Jersey dropped radically 
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and the Legislature amended the law to increase the maximum assessment as 
a percentage of written premiums. Third, whereas the payment of three dollars 
into the fund which was required this year of uninsured car owners in order to 
obtain a registration is logically higher than the one dollar fee required of 
car owners who have liability insurance, it has given the erroneous impression 
to some uninformed car owners in New Jersey that they have actually pur- 
chased some form of liability insurance protection through this three dollar 
payment. . 

Under this law the potential case assignments to the companies will 
probably be large; these have been estimated at as many as 10,000 a year. 
The companies will have to investigate all the cases assigned. They will be re- 
quired to assume all the expense of investigation, office operations, salaries of 
employees, etc. The companies will have to assign or refer the cases to the 
attorneys for defense. They will have to pay the attorneys and then seek re- 
imbursement from the fund. Potentially much could go wrong in handling so 
many cases in this manner. 

The New Jersey Fund does not come into actual operation until 1955; so 
there has been no actual experience to date as to how successfully, or otherwise, 
it will function. 


Other Alternatives 

I think that we can depend upon the companies individually and col- 
lectively, using their ingenuity, to work out a satisfactory solution of the 
problem of the uninsured car. The industry has already taken some steps 
toward that end, and it is also experimenting with plans that may hold possible 
solutions, ™ 

To help provide a solution to the problem of the uninsured motorist, the 
insurance industry developed the program of additional extended medical pay- 
ments insurance, which became effective early this year. This new coverage 
provides reimbursement for reasonable medical expenses incurred by the in- 
sured and relatives in his household, as a result of an accident while riding in 
any automobile owned by others or by being struck by an automobile. This 
broad coverage even applies to accidents in taxicabs and buses. It is expected 
that this coverage will be increasingly popular just as the basic automobile 
medical payments coverage after it was introduced in 1939. 

One company has introduced a plan, which enables the automobile liability 
insured to protect himself and his family irrespective of who is at fault in an 
automobile accident. This plan is called the ‘‘Motorist’s Personal Protection 
Plan.’’ Since its initial announcement for the state of California, the plan has 
been introduced in several additional states. This plan enables the insured to 
protect himself and his family in two ways: first, through weekly indemnity, to 
protect an important part of his or his spouse’s earned income in the event of 
continuous total disability; second, through death indemnity, to protect his 
family, in the event of his or his spouse’s death, resulting from bodily injury 
caused by an automobile accident anywhere in the United States or Canada. 
The plan applies irrespective of whether the insured, someone else, or both are 
at fault in causing the accident. It applies irrespective of whether in a two-car 
or pedestrian accident the other person, if liable, carries insurance with inade- 
quate limits or carries no insurance. 

Another company recently announced an ‘‘ Alternative Compensation In- 
surance’’ plan, which it presextted as ‘‘an answer to the problems of the un- 
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compensated auto accident victim.’’ This plan hes been filed in North Carolina, 
and it is under consideration by the Insurance Commissioner. This new cover- 
age is intended to be sold in lieu of medical payments and extended medical 
payments insurance. It covers injured victims of accidents involving the in- 
sured automobile. The plan also covers injured victims of accidents involving 
other automobiles operated by the named insured, spouse or servant of either. 
The named insured is covered. Residents of his household, his spouse, and his 
relatives are included in the coverage, either when injured in an accident in- 
volving an automobile, as a pedestrian, or as a guest in another automobile. 
Subject to the policy limits, all such persons would be allowed to recover medical 
and hospital expenses, plus compensation for loss of time, and death benefits, 
irresepective of legal liability, upon signing a waiver of all claims against the 
insured. If such voluntary benefits are rejected, the claimant mey proceed, of 
course, with his third party action against the insured. 

The company maintains that this coverage will overcome the problems 
created by court congestion and the time it takes to reach any settlement. It 
presents this coverage as an alternative to compulsory liability and unsatisfied 
judgment insurance. In this connection, it specifically points out that this 
coverage would protect the public, even if the insured car were being driven 
by a thief at the time of the accident, and that the insured and members of 
his family would be protected even if the accident were caused by a hit-and- 
run driver. 

A few companies have sought to meet the problem of the uncompensated 
accident victim by offering so-called unsatisfied judgment coverage, by endorse- 
ment of the automobile liability policy for an additional premium. Under such 
coverage the insurer would pay on behalf of the insured an uncollected and un- 
satisfied judgment for damages arising from bodily injury to or death of the 
insured. : 

Unsatisfied judgment coverage is designed to be sold to those who already 
have insured their own liability for what damage they may do to others. It pro- 
vides the insured and his family financial protection in case they are injured in 
an automobile accident in which the other party is legally at fault and has re- 
fused or failed to obtain insurance or is otherwise financially irresponsible. 

There is obviously an inherent conflict of interests in such coverage. The 
company is virtually insuring the liability of both parties to a legal action, 
and it has a financial interest in each side. Some of the insurers writing this 
coverage explain that they will take no part in the defense of the uninsured, but 
will merely await the judgment of the court and pay within the limits of the 
endorsement which are low, being only $5/10. However, some persons who 
have studied this type of coverage say that it would be difficult for the company 
to maintain such an impartial attitude toward the uninsured, as it has a 
financial interest in the outcome of the case. In many instances, the insurer 
would have to be in the case to protect the insured against a claim from the 
uninsured. Therefore, the insurer would have an interest in both sides of an 
issue. Such cases would present some very ticklish problems in policyholder 
relations. 

These are some of the reasons why most of the insurance industry does not 
lvok with much favor upon this type of coverage. 

I have mentioned these varicus new coverages to show that the companies 
are aware of the importance of the problem of the uninsured motorist. They are 
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studying the problem and they are seeking positive ways of meeting it. I think 
the companies ultimately will find a solution to the problem which will be both 
sound and practical. 


Inoreased Limits Coverage 

Reports in the daily newspapers furnish frequent examples of the tendency 
of juries to hand down large verdicts in negligence cases. This tendency toward 
high verdicts is causing continuing concern about the adequacy of the increased 
limits tables. Juries are aware of the increased wage levels and the mounting 
costs of medical care, and these factors are reflected in the awards they hand 
down. The tendency toward high awards raises the possibility that the in- 
creased limits tables may have to be revised upward. 

As you well know, the long term economic trend in this country is mildly 
inflationary to say the least. It would be unrealistic to disregard this in estab- 
lishing either basic limits rates or the premium charges for excess limits cover- 


age. 


New Business Methods 

The business machines of tomorrow give promise of reducing the work and 
the cost of handling automobile policies. Savings can be passed on to insureds 
by the use of new merchandising techniques in the business. Mechanical equip- 
ment is becoming available, and it is possible to process policies and compile in- 
ternal records on a mass production besis. For example, modern machines pro- 
vide, by way of punch cards with appropriate codes, a means of rating the risk, 
writing the policy, and printing the premium bill all from one operation. 


Conclusion 


Important changes in the automobile liability business are certainly in 
prospect, both in the immediate future and in the years ahead. The changes will, 
in great measure, give insureds a better product, better service, and more at- 
tractive price relationship under the American competitive system. The future 
looks good for insureds and for insurers, too, if we can preserve our existing 
freedom of initiative and continue to function without undue governmental 


restriction. 
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To round out our discussion today, it was the view of your panel that I 
should say something about public relations and traffic safety. This is entirely 
appropriate, because the public relations of our industry and all that that im- 
plies is something which must receive our ever increasing attention during the 
years ahead. We find a growing appreciation of the part which good public 
relations plays, in order to gain better public acceptance of what our industry is 
doing to meet the need of the public for sound protection at competitive prices 
or rates, to deliver a good product and service, and to take the part of the good 
corporate citizen. 

All of us know of individual cases of corporations and entire industries 
that have not done too well in gaining public acceptance. We also know of 
some which have done an outstanding job in promoting good public relations. 
This includes notably the public utilities and the air lines. This is true not only 
of the manner in which they are performing and anticipating the public’s 
needs, but what is equally important, the effective way in which these companies 
have been telling their story and explaining their problems to the public. The 
companies have not assumed that the public will be informed simply because 
of good performance. 

It is perhaps paradoxical that we in the insurance business who have had 
such a fine story to tell, also have been laggard. Our opportunities for promoting 
good will and public acceptance are manifold and the circumstances often are 
favorable for good reception. Therefore, I should like to ascribe any failure on 
our part to take advantage of the situation more to preoccupation with other 
important problems. 


Our Opportunity at Point of Sale 

To promote good acceptance with the public, we must have qualified and 
alert representatives dealing with the buyer. They should be able to counsel 
him on the kinds of coverages he needs and to assist him in deciding on the 
limits he should carry. The representatives also should be ready to offer con- 
venient plans for payment of premium. 

Our price structure—that is, our rates and classifications—should fit our 
charges equitably to the requirements of the individual risk. As the previous 
speakers have indicated, risks vary considerably in hazard and classifications. 
Therefore rates must also vary if we are to fit our price to the risk. Often in 
the past this has brought up the question of recognizing the accident record. I 
am sure it will in the future. Most of us favor recognizing this in the rates 
which are charged. The big problem is to devise a practical, workable system 
for business made up of a great number of small premium policies, most of 
which are renewed annually. The public responds immediately to any sugges- 
tion that the individual’s accident record be taken into account. As long as 
many people feel this way, we will, as an industry, have the problem of meeting 
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this view. This is clearly a problem which reaches into the field of public re- 
lations. Either we must eventually come to a workable system of merit rating, 
or we must sell the public the reasons why this is not feasible. The public has 
not yet bought the latter. 

No company can write every risk which is submitted. But whenever a risk 
is rejected, we have made an unhappy motorist, one who is certainly not too 
kindly disposed towards insurance in general. This reaction is not eliminated 
by the fact that we have automobile assigned risk plans. As a part of this 
problem, however, we should make plain the need for the unconditional accept- 
ance by the licensing authorities of the proposition that only qualified operators 
—vperators whose record does not stamp them as accident-prone—should retain 
the privilege of operating an automobile. 

Procedures have been devised by some of the states whereby they are able 
to evaluate quite accurately by a point system the competency of operators. This 
is done by taking into account the operator’s record on accidents and convic- 
tions. The administrators in these states are discharging their responsibilities 
in a way which is fair to all and favors none. In some other states other 
systems are followed with similarly good results. 

The universal acceptance by the states of the proposition that only the fit 
should drive will set the stage for the acceptance of virtually all licensed 
operators by the insurance companies at a rate. This is a situation which we 
must try to bring about. Its realization will mean much towards promoting 
good will for our industry. In the meantime, our job is to inform the public, 
especially that great mass of good operators, why the insurance companies can- 
not today accept every risk. 


Our Opportunity at the Point of Service 

We should tell the policyholder our story about what he has purchased and 
what this will do for him. What I mean is this: we deliver our product today 
just as we did years ago—a policy tendered personally by the producer or sent 
through the mail, nothing more. Yet today practically every state has a safety 
responsibility law, contrasted with none some years ago. These laws impose 
certain requirements on the automobile owner and operator—the insured—and 
on the insurance company in the event of an accident. I should not like to 
hazard a guess of the proportion of automobile owners who, following an ac- 
cident, are completely bewildered and perpiexed about what their insurance 
company will do for them and what they must do themselves to comply with 
all the law requires. How can we reasonably do less than give every policy- 
holder a concise message of what he has done for himself to safeguard against 
the possibilities under the law by his purchase of insurance, and what we will 
do for him should he be unfortunate enough to have an accident. Yes, it is 
necessary for him to trigger action and we should tell him so in unmistakable 
terms. However, we should also tell him that from that point on we will take 
over and will protect his interest to the full extent of his policy. 

What about the service which our representatives and our claims organiza- 
tions should render? We really have not delivered anything except a promise 
until the insured calls on us following an accident. Our performance at that 
time will determine whether we have a satisfied insured and whether we are 
adequately ‘fulfilling any obligation to the public which the situation may 
entail. At this time a company ‘will gain more good will than at any other by a 
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job well done and expeditiously. The company also will gain more free advertis- 
ing. 

One of the assignments we will always have is to show that as private 
companies we are doing a better job than could be done by any governmental 
agency, by our interest in the insured, by our competency, and by our attention 
to business, We have the opportunity of preempting the field, provided we per- 
form as the insured has every right to expect of us. If we fail to perform, we 
have no one but ourselves to blame when we are faced, as we surely will be, with 
the cries of those advocating some other system. A wholesome attitude in the 
handling of claims means the prompt and cheerful payment of all legitimate 
claims covered by the policy. The payments must be reasonable and equitable 
and fully in keeping with the facts. We must resist payment of unwarranted or 
unreasonable claims or claims clearly not within the insurance policy, So-called 
‘*accommodation payments’’ necessarily always involve favoritism. We cannot 
afford a practice which favors some at the expense of others. We cannot do 
what is not expected of us in the contract and still meet all legitimate demands 
fairly. We cannot buru the candle at both ends, Here is another area where 
much remains to be done to get our story to the public so it will better compre- 
hend our actions. 


Delicacy of Public Relations Angle 

Years ago, liability policies were indemnification contracts. Today they 
are contracts to pay. While legislative developments forced this change in some 
states, by and large the companies made the change voluntarily because of the 
public relations aspect. Under the old form of contract, companies could refuse 
to make a payment until an action had been successfully maintained against 


the insured and the insured himself paid the judgment. Obviously, this resulted 
in adverse publicity against companies in individual cases. Today liability in- 
surance contracts are on the ‘‘to pay’’ basis. However, the very nature of 
liability insurance and the fact that we are protecting the interest of our 
policyholder, may require us to resist the demands of the claimant. The situa- 
tion is far different on the physical damage coverages. It is largely a matter 
of determining only the amount of the loss before making settlement. 

In an effort to partly overcome unfavorable public reaction engendered by 
company resistance on liability claims, medical payments coverage was de- 
veloped. In addition to other benefits, the consensus is that medical payments 
coverage has materially aided the industry in placing itself in a better light 
before the public. For the first time, casualty companies were in a position 
more like that of the life insurance companies; because upon the presentation 
of a claim, payment could usually be made without any semblance of resistance. 
Here is another field, namely the handling of liability claims, in which we should 
promote better public understanding of what we can do and of what we cannot 
do. ‘ 

The social aspects of automobile insurance place it in a class by itself 
from a public relations angle. The industry must constantly strive to meet the 
needs of the public for adequate protection, It must also counter agitation for 
compulsory insurance. The public seems to look to compulsory insurauce as the 
panacea for the uninsured motorist problem, increases in rates, inability of a 
claimant to collect because the insured was not at fault, dissatisfaction with a 
claim settlement, and other grievances—real or fancied. Such dissatisfaction is 
seized upon by the uninformed and by some who rhould and do know better as 





Tomorrow in the Automobile Liability Business 37 


a springboard for urging compulsory insurance. We cannot deny that the auto- 
mobile and its use represent a social problem and that the victims of auto- 
mobile accidents should have a means of recourse. It is up to us to devise con- 
structive measures which will close the gap, without foisting upon all something 
which not only goes against our grain but, in the long run, will be detrimental 
to our free enterprise system. 

The educational aspects of this problem are gigantic. Insurance is not a 
glamour product, and all forms of insurance are ‘‘insurance’’ to the public 
as well as to many in high places. We must be ever watchful to resist bad 
practices and bad proposals. We need to see that all of the public is informed. 
Here, we must overcome a notorious failing of business generally to tell its 
story to the public. Of course, we have to promote sound practices and de- 
velop coverages and plans of insurance which will serve all needs. But that is 
not enough. Our industry must tell its story repeatedly and emphatically, or we 
run the risk of a rude awakening. 

Another job on which we have to do a lot more is to apprise the public 
of the workings of insurance. We must remove the mystery which surrounds 
insurance, especially the mystery of how our prices are determined. People 
should know that it is their attitude; and their actions as claimants, as 
jurors, as molders of local opinion, as pedestrians, and as operators of auto- 
mobiles; that determine the cost of their policy. Take a look at what the 
utilities have been doing in preparing the public for rate changes and educat- 
ing the public on costs and services. An outstanding job has been done in 
public education and public relations. We should not be satisfied with less. 

We must apprise the public of the advantages of the free market, their 
right to insure in the company of their choice, their right to the best in pro- 
tection and service, and the benefits of competitive rates, It is squarely up to 
us to make sure that the public gains a better concept of the functioning of 
automobile insurance. The public should know why the profit motive of our 
free enterprise system is the strongest guarantee that the public will receive 
the best product and always better service at a fair price. We may know this, 
but that is not enough. We must tell others and tell them convincingly. 


Public Relations and Safety 

Safety and accident prevention is a responsibility of our industry to the 
public and to our policyholders, This offers a great opportunity. In the automo- 
bile field the combination of traffic and safety constitute the new approach to 
this opportunity. Good traffic is safe traffic, and good traffic is good business. 
Our chances of getting greater support are enhanced considerably by tying 
traffic and traffic safety together. 

Traffic and traffic safety should be the concern of the individual, the 
business man, the public official, and the educator. 

Safety on the highways and convenience and enjoyment of our highways 
by us as pedestrians and motorists, are appealing by-products of a traffic 
safety program. The responsibility of public officials is recognized. Un- 
fortunately it too often stops there. We must make the exercise of this re- 
sponsibility popular in the administration of our motor vehicle laws. This is 
the beginning point for good conditions on the highways. The importance of 
the motor vehicle administrators and their nationa: organization, the American 
Association of Motor Vehicle Administrators, cannot be over emphasized. The 
big task remains to gain greater acceptance by the highest state authorities 
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of the importance of these officials. Only capable and qualified administrators 
will protect the American public at a point where protection is so sorely needed 
today—the streets and highways. This job can no longer be relegated to the 
level of a political handout. Who can doubt the extent to which the public 
welfare is affected. Last year there were over 38,000 fatalities and over a 
million and a half injuries and billions of dollars in property damage. 

To do effective work in traffic and traffic safety, we must obtain the sup- 
port of all segments of business. Certain industries should naturally provide 
leadership. In the forefront we should find the insurance industry, the auto- 
mobile manufacturers, the oil companies, the rubber companies, and the trans- 
portation companies, Participation by industry should not end here. Con- 
sidering the effect of traffic and traffic safety on our whole national economy, 
all industry should bear a part of the financial load to accomplish two major 
objectives: namely, improved traffic conditions and more safety on our high- 
ways. 

The self-interest in such a program of certain industries like insurance 
and automobile manufacturing should be apparent. That should certainly not 
be reason for an indictment of the motives of these industries. On the con- 
trary, it is the very reason which should make their participation sound and 
lasting. Self-interest, when tied to public interest, is an ideal combination. I 
think it is the most effective combination. It is our responsibility to sell the 
propriety and effectiveness of such a partnership to the public and to get its 
support. 

All business is vitally concerned with traffic conditions. These conditions 
and their effect on traffic movement and parking have a direct bearing on 
traffic safety. Traffic congestion sets the stage for accidents on the open road. 
How often is delay and irritation resulting from congestion followed by im- 
patience and unreasonable speed and an unfortunate accident. 

Support by businessmen at the local level for the activity of such technical 
organizations as the National Safety Council, Northwestern University Traffic 
Institute, and the Automotive Safety Foundation is paramount. Leadership, 
activity, and financial assistance are possible on an adequate scale only through 
participation of business. Chicago, Detroit, Los Angeles, Pittsburgh, and other 
cities have shown what can be done. There is much variation in the methods 
used by these cities. But all embody the idea of a local citizens support group 
to spark action and to give encouragement and help to the appropriate technical 
groups and to the local authorities. 

Educators should take a leading part by introducing and promoting traffic 
safety courses at high school and college levels. Thereby the necessary steps 
will be taken for the proper training of our youth in sound driving habits and 
practices. Correct driving practices in which the average youth is so expert are 
not enough. The attitude of the driver, his sense of responsibility, and his 
good sportsmanship are equally important. What does it avail us to train our 
youth in reading, writing and the sciences if in today’s way of life they are 
unable to protect themselves on the highway! 

The number one problem of our national economy to which each and every 
one of us is exposed daily challenges our industry and all of us with the biggest 
promotional job we have ever faced, in order to obtain public support. There 
are almost 60,900,000 motor vehicles on our highways today. In 1965, we expect 
81,000,000. Today we are ten years ahead in the number of vehicles which we 
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expected on the highways at this time, and we are ten years behind in the miles 
of improved highway facilities. Our whole nationa! economy is geared to what 
we do here during the years immediately ahead. As insurance companies we 
have a responsibility: first, to prevent accidents, and second, to keep the cost 
of insurance as low as possible. To realize our objective, we must change the 
public attitude. The public should not consider traffic and traffic safety for 
the other fellow, and as being altruistic and in the clouds. The public must 
realize that every person has an immediate sizable financial stake and the possi- 
bility of an immediate return not only in greater highway safety, but also in 
greater convenience, enjoyment and peace of mind in the use of the highways, 
and the automobile which has become so much a part of our way of life. 

This job can be done. Telling the story of traffic and traffic safety educat- 
ing all of us on the specific things to do and not to do when driving is re- 
quired. Newspapers, television, radio, civic groups, and others can stimulate 
interest. We have seen these media cooperate recently in promoting an idea; 
namely, to make the public aware of what it can and should do if it makes up 
its mind to have more highway safety. I refer to S-D Day effort. For the first 
time throughout the entire nation we had the public’s attention focused on 
traffic safety to the point where the headlines of all of the big city dailies 
emphasized traffic safety. Perhaps we have learned something which we can 
put to more good use. Certainly, we have learned some lessons in marshalling 
mass support, even though much is still to be desired. 

Let me not give you the idea that a huge promotional scheme is the 
whole answer. The need for technical services and work at the point where ac- 
cidents occur, viz., on the highway, is of paramount importance. However, we 
must sell the public, so that it will give its support and cooperation freely and 
gladly. No police department can cope with conditions where the majority of 
the citizens of a city or town are lawless. No real progress can ever be made 
in traffic and traffic safety until we have the spontaneous support of the mass 
of the public as manifested in its daily driving habits and attitudes. 

A ground swell of support for better highway conditions has been build- 
ing up over the last year or two. We must be smart enough to harness this 
great interest and determination to do something about this national problem. 
In addition to leadership for action and financial support which our industry 
must provide in cooperation with others, we must, each and every one of us, 
tell this important story over and over, by our own actions, by setting a good 
example, and by the spoken and printed word. 
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It is not my purpose to explore in detail the underlying forces which have 
compelled nations throughout the world to assume greater responsibility for 
the security of their citizens. Nor will I evaluate the influence of this trend 
on the future of a free society such as we have in the United States. These 
aspects of government intervention have been adequately analyzed by students 
of political science and economics. It seems to be the consensus that historical 
precedents and the economic law condemn the shifting of individual responsi- 
bility to government. Despite warnings of economic disaster, care of the 
governed through involuntary government systems, which undertake to supply 
certain individual needs, seems to be generally accepted, politically at least, as 
a proper function of government. Differences arise mainly with respect to the 
deg-ee of government intervention, 

It is argued that extensive compulsory welfare systems are an essential 
counterpart of an economy which depends on consumer spending to maintain 
high productivity and full employment. On the other hand, it is contended that 
under an expanding economy most individuals are better able to achieve their 
own security without Government help; and, consequently, government should 
limit its activities to assisting only those actually in need. Between these 
extremes is a third view. Governfient should assure a floor of protection to all 
citizens, regardless of need, at levels which will not destroy the incentive to 
build additional security through voluntary action. This is to be accomplished 
with a minimum loss of freedom. We are witnessing a struggle between the 
advocates of these competing philosophies. 


Social Welfare in General 

In the United States the trend toward more social legislation continues. 
Opposition to this trend appears to be declining. In the area of individual 
security, neither major political party actively opposes the direction in which 
we are going. People do not seem to think that more welfare means we are 
becoming socialistic. They believe in free enterprise. But when it comes to 
individual security, many seem willing to amend in varying degrees the tradi- 
tional concept of individual responsibility. What is the explanation of this 
trend in public attitude? This question is important to a business such as life 
insurance, which is concerned with providing security for individuals on a 
voluntary basis. 

It has been suggested that this trend in social welfare is related to the 
doctrine of progress—the belief that we as a people are dedicated to improve- 
ment—the idea that novelty is the means through which improvements in our 
society are achieved. This doctrine has been a vital force in developing our 
economy. It is concerned with closing the gap between what is and what ought 
to be. Our unparalleled voluntary insurance system is one of its products. 


(40) 
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Lately, however, the doctrine of progress in the minds of some has also be- 
come a political philosophy. Its application in the political field is responsible 
in a measure for the steady growth and expansion of our federal government. 
This expansion has now reached such proportions that private business is feel- 
ing the impact of extended government activity. Our dedication to progress, 
which has been the moving force in developing our commerce and industry, now 
is influencing political policy. 

There is another possible explanation of this trend toward government 
paternalism. In some quarters it is looked upon as an effort to curry favor. 
Recent developments raise some doubt whether the trend actually results from 
the demands of the people. Unquestionably, there is a recognized need for 
social security systems which will protect citizens from destitution. Nothing 
has happened so far, however, which demonstrates that the American people are 
actively urging government to assume increasing responsibility for the security 
of the average citizen. What then is the moving force behind the recent in- 
creases in social security benefits? Are benefit increases recommended in election 
years by those who seek political approval, or are they adopted to satisfy public 
demand? 

It should be crystal clear to everyone that compulsory welfare legislation 
interferes with individual freedom. Overexpansion of welfare systems should 
be condemned on that basis, if on no other. Those who advocate government 
supplying needless assistance to the individual try to divert attention from this 
aspect of the problem by emphasizing freedom from insecurity as their goal. 
But this is a misconception of freedom. Government cannot provide freedom— 
it can only help preserve freedom. Any compulsory welfare system must utilize 
the power to tax and to regulate. When government uses these powers, it 


necessarily limits our freedom. Freedom has been defined as non-molestation 
among people. When we provide security through compulsory government ac- 
tion, we necessarily molest all who must submit to the compulsion. Unfor- 
tunately, the interventionist is willing to barter freedom in exchange for legis- 
lative promises of more security. 


Social Security Legislation—1954 ; 

This trend toward liberality in the field of social benefits was amply 
demonstrated during the last session of Congress. A review of the legislative 
record shows that there was little opposition to most of the social welfare legis- 
lation that was enacted. It is not possible, of course, to review this record in 
detail here. However, a few comments on social security legislation adopted 
in 1954 should serve to illustrate that the trend in welfare legislation has not 
changed under the new administration of our government. 

The following changes in the Social Security Act this year were generally 
supported by our business: 

1. There was an extension of coverage to 6.3 million more persons on a 
compulsory basis. A total of 3.8 million persons were made eligible on an elec- 
tive basis. At this time nine out of ten civilian jobs are eligible for coverage. 
It has been our view that Social Security coverage should be universal. The 
changes this year represented a large step in that direction. 

2. There was a liberalization in the method of computing benefits. The 
new law provides that the lowest years of earnings or no earnings (not to ex- 
ceed five such years) will be eliminated in computing benefits. This takes care 
of periods of unemployment and temporary illness, and it seems to be a fair 
and equituble change in the benefit formula. 
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3. There were improvements in the retirement test. Inequities existed in 
the old retirement tesi, particularly in the case of wage earners. The new law 
permits both employed or self-employed persons to earn up to $1,200 a year 
before any reduction is made in their social security benefits. The change re- 
moved one of the arguments for complete elimination of the work clause. It 
represented an improvement in the test. We supported it in principle. 


The following changes in the Act were in conflict with conclusions adopted 
by the life insurance company associations after a careful study and re- 
appraisal of the Social Security system. 


1. The change in the tax and benefit formula base from $3,600 to $4,200 
was opposed for the following reasons: 


a. It departed from the basic floor of protection principle which had been 
widely accepted from the inception of the Act. Under this principle, 
benefits under the act should not provide more than a floor of com- 
pulsory security. Workers are expected voluntarily to build their se- 
curity on the floor of social benefits. 

b. It discriminated against the average wage earner in favor of the above 
average wage earner. 

ce. The change was unessential to the sound financing of the system. 

2. Increases in retirement and survivorship benefits were opposed, because 
we felt that the levels of benefits under existing. law were adequate and con- 
sistent with the basic floor of protection principle. There had been no cost 
of living increase since the last adjustment in benefits in 1952. 

3. A new provision designed to preserve the benefit expectancies of dis- 


abled persons was opposed. We thought the problem of disabled persons could 
be taken care of in a more practical way, without the necessity for setting up 
state and federal machinery to adjudicate disability claims. Once such a system 
is established, as it will be under the new law, there will be pressure for the 
adoption of a program of cash disability benefits. It has long been our view 
that cash disability benefits should not be provided as a matter of right under 
a government-run security system. 


Opposition to the change in the wage base, liberalization of the benefit 
formula, and the new disability provision was vigorously presented to Congress. 
There was a substantial opposition vote in the Ways and Means Committee in 
the case of the increase in the wage base, but all three changes were adopted 
by almost unanimous votes of the House and the Senate. This illustrates, I be- 
lieve, general Congressional support of the Social Security program. 

Congress felt that the raising of Social Security benefit levels was not 
far out of line with the floor of protection theory. We contended that if the 
floor of protection adopted by Congress in 1952 was adequate, in the absence 
of an increase in living costs, benefits should not be raised again in 1954. But 
it is possible to rationalize such a change by adopting a more liberal view of 
what constitutes a floor of protective benefits. The action of Congress could 
mean that after further consideration, they thought the levels established in 
1952 did not represent a fair application of the floor principle. Since this 
principle cannot be precisely defined, there is bound to be some latitude in fixing 
benefit levels. Undoubtedly, Congress took this broad view. 

Change in the wage base involved more fundamental considerations. The 
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wage base which affects hoth revenue and benefit levels has never been tied 
to any fixed principle. However, the level of the wage base affects benefits; 
and, consequently, the floor of protection principle must be taken into account, 
In reaching its conclusion to raise the base, Congress was influenced by the fact 
that the wage base was established at $3,000 in 1936 and that the subsequent 
increase in wages more than supported an increase in the base to $4,200. On 
the other hand, we contended that the wage base should not exceed the average 
wage in the country which is in the neighborhood of $3,600 per year. Tying the 
wage base to the average wage would provide a criterion for fixing the base in 
the future, and would avoid providing benefits for earnings above average in 
violetion of the floor of protection principle. While this position had substantial 
support in the Ways and Means Committee, chiefly by Republicans, it did not 
prevail. The action taken by Congress was motivated, I believe, by the feeling 
that the base had not kept up with wage increases. The change was viewed by 
many as a compromise. Labor had long insisted that the wage base should be 
$6,000 a year, and there was substantial support for a base as high as $4,800. 
A ba*. as high as $6,000 would, of course, convert social security to a national 
pension system. 

The adoption of the $4,200 base, in our opinion, veers away from the tra- 
ditional concept that social security should provide only a basic floor of pro- 
tection because the new base exceeds the average wage in the country. It should 
be noted, however, that wage statistics, such as the average wage in certain in- 
dustries, support a base higher than $3,600. Consequently, had Congress ac- 
cepted the average wage approach, it might have justified its action by point- 
ing to average wage levels in certain basic industries as a more suitable criter- 
ion. While the insurance business did not succeed in persuading Congress to 
keep the $3,600 wage base, it cannot be said that the change to $4,200 is seri- 
ously out of line with the average wage concept. The demands for a much 
higher tax base and the idea that a change should be made to recognize the 
great increase in wages influenced the final decision. For the reasons given, it 
should not be concluded that the disposition of this question was a complete 
departure from the basic floor of protection concept. It appears, however, that 
Congress has stretched the principle to its very limit. 

In appraising these developments, it is difficult to resist the conclusion that 
Social Security in its present form is widely accepted. Most Americans appear 
to think the benefit levels of the system are neither incompatible with free 
enterprise, nor destructive of individual incentive. Press and editorial com- 
ments support this conclusion. Moreover, it seems inescapable that a funda- 
mental change in our national thinking is taking place. This means that volun- 
tary insurance as an important part of our enterprise system has a greater 
responsibility than ever to emphasize the risks of overexpanded social pro- 
grams and the importance of voluntary insurance in our economic system. 

In meeting this responsibility, it is hoped that recent failures to defeat 
increases in Old Age and Survivors benefits will not lead to a feeling of futility, 
or the adoption of a hostile or unrealistic attitude. A fifteen-year review of 
social security legislation will demonstrate that notwithstanding this year’s re- 
verses, the benefits under the OASI system have not been greatly over-expanded. 
Although the benefits moved sharply upward during this fifteen-year period, the 
liberalizations bear a relationship to changes that occurred in the American 
economy. War and postwar inflation resulted in a great increase in consumers’ 
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prices. Typical employee earnings more than kept pace with the rising cost of 
living. These changes should not be ignored in appraising the extent to which 
social security may have been overexpanded. 

Under the basic floor of protection concept, which has governed the social 
security structure, the levels of benefits are bound to reflect long-range infla- 
tionary trends. The insurance business has never opposed benefit increases to 
adjust for higher living costs. The central issue is this: Have social security 
benefits outstripped the increase in living costs? The answer is ‘‘yes, but not 
much. ’? 

Social security benefits have gone up two to two and one-half times since 
1939; living costs have about doubled. Everything considered, the over- 
expansion of benefits in relationship to the cost of living has not been sub- 
stantial. Benefits have not gone up as fast as wages, which have tripled in the 
last fifteen years. Consequently, the step down from earned wages to social 
security benefits is steeper today than it was fifteen years ago. This is as it 
should be. Social security benefits should be geared to living costs, not to wages. 
All in all, what has happened to date is a matter of concern, but it is not in 
itself cause for extreme alarm. The effort of the insurance business and cthers 
in opposing overexpansion of benefits has not been in vain. As I view the 
record, objective opposition has been quite successful in limiting overexpansion 
to a narrow range. ; 

Will the Social Security system be overexpanded in the future? It could 
happen. Political pressures for more and more benefits, and failure of the 
public to understand the magnitude of the system’s future commitments, could 
lead :o a complete break with the basic floor of protection rule. Gradually a 
national pension system might emerge. But there is reason to believe that the 
era of ingratiating intervention in the OASI field may be drawing to a close. 
More and more, the facts about ‘social security are becoming known. The idea 
of mortgaging the future is frightening to many legislators. This does not 
mean, however, that welfare will cease to occupy Congressional attention. The 
trend is too strong to hope for that. But there are indications that there will 
be a shift to other areas, thus relieving the pressure on the OASI benefit 
structure. 

The most attractive political area for new welfare development is in the 
field of health. We might witness in the next ten years a struggle between the 
major political parties to dominate and claim credit for welfare legislation in 
the health field. This contest could overshadow OASI. Consequently, there are 
indications that the upward movement of OASI benefits may have come to a 
grinding stop this year. In the absence of inflation, benefits may stabilize near 
current levels. But this does not mean that the life insurance business should 
relax its efforts in educating the American people in the dangers of an over- 
expanded system and the tremendous cost of the existing system which will fall 
on future generations. Teachers can, of course, make a valuable contribution 
to such a program, They can explain to the oncoming generations that their 
future earnings must bear a heavy tax charge to pay for the benefits now 
being provided, and that additional increases in benefit levels could saddle them 
with a staggering burden. 


Health Insurance 


In twenty years the number of persons with some form of voluntary health 
insurance has increased from 8 million to almost 100 million. During this period 
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benefits have expanded along with hospital and medical costs. Those who favor 
federal welfare legislation to help individuals meet the economic impact of 
death, old age and unemployment are now stressing the economic ravages of 
poor health and the cost of medical care. Whether we should have a cumpulsory 
health program is still an issue in this country. 

Within the past year there have been three developments in the field of 
health that challenge the voluntary insurance system. 


1. Congress investigated health insurance generally. 

2. The Federal Trade Commission investigated practices in health insur- 
ance advertising. = 

3. Congress considered and rejected a bill to establish federal reinsurance 
in order to stimulate the adoption and expansion of voluntary health 
insurance plans. 


All this activity at the federal level demonstrates the keen interest in 

health insurance. It is obviously a major political issue. Congress’ interest is 
another illustration of the trend toward doing things to stabilize the economy 
of the individual. Because doing something for the sick has great humanitarian 
appeal, patience, and understanding in dealing with the subject is warranted. 
Voluntary insurance must expand within the capacity and willingness of in- 
dividuals to provide complete protection. Therefore, there has been a tendency 
to minimize the great advances made in recent years, by pointing to the fact 
that those who need health insurance most are least likely to be adequately 
insured. 
Moreover, there is a disposition in some quarters to blame the voluntary 
insurance system for the absence of coverage of (1) those who cannot afford 
to buy any health insurance, and (2) those who are uninsurable because their 
health is already impaired. These groups of individuals present a problem which 
the government should solve through direct assistance. The problem of the 
indigent and the impaired lives is not an insurance problem. The quicker this 
is understood, the less confusion we will have in evaluating the capacity of 
voluntary insurance to spread the cost of medical care. 


Congressional Investigation of Health Insurance 

The results of Congressional investigations by committees of the House and 
Senate can be described as partly favorable and partly unfavorable. There was 
favorable comment on the rapid expansion of voluntary health insurance and 
the recent development of major medical coverage to protect against the great 
cost of serious and prolonged illness. On the other hand, practices, policy pro- 
visions, coverages, and advertising were criticized. The accident and health 
business immediately undertook a long range program to overcome the criti- 
cisms. A joint i»dustry committee was-organized to conduct studies and to 
make recomme ations for improvements. Also, on the positive side, the two 
principal accident and health trade associations adopted advertising codes. 


Federal Trade Commission Investigation 

During most of this year, the FTC has been investigating health insurance 
advertising. The Commission asked sach company doing any A & H business to 
send in its advertising for review. The companies readily complied with this 
request. In October the Commission issued complaints against 17 insurers, 
alleging that their advertising of individual policies violated the Federal Trade 
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Commission Act. Group accident and health advertising had not been challenged. 

The seventeen complaints issued by the Commission involved a substantial 
segment of the individual accident and health business, We are advised that 
additional complaints will be filed within the near future. The issuance of com- 
plaints was probably dictated by the Commission’s conclusions (1) that adver- 
tising in the A & H business was responsible for some of the complaints the 
Commission had received relating to A & H policies; and (2) that the complaint 
procedure would more effectively bring to the attention of the A & H business 
and the public the need for immediate action in this field of advertising. 

Underlying these considerations was the basic legal question as to the 
Commission’s jurisdiction to regulate questionable advertising in the insurance 
business. We know that this legal question was carefully briefed. We also 
know that the FTC lawyers reached the conclusion that the Commission has the 
power to regulate in those states where advertising practices are not adequately 
regulated by state law. They also claim jurisdiction in the case of companies 
sending advertising into states where they are not licensed or legally present. 
It is believed that the FTC will eventually recognize that the state model Fair 
Trade Practices Act is sufficient to oust FTC jurisdiction. But in at least some 
of the states where such an act has not been passed, the FTC will probably 
claim jurisdiction. This, of course, emphasizes the importance of enacting the 
model Fair Trade Practices Act in the states that have not so far adopted it. 
Regardless of the enactment of such regulatory statutes, the FTC will probably 
still claim the power to regulate the advertising of any company that sends such 
advertising into a state in which it is not licensed or legally present. Several 
companies charged by the FTC have already contested the Commission’s juris- 
diction. 

Meeting FTC standards through voluntary procedures has been suggested 
and could serve to dispose of the uncertainty which now exists in the field of 
insurance advertising. It could avoid an adverse interpretation of the McCarran 
Act. The risk of FTC complaints with their attending adverse publicity could 
he reduced. Such a course would not subordinate the powers of the states as 
delegated in the McCarran Act, because voluntary compliance could not enlarge 
FTC jurisdiction. The business would not be hampered in its effort to oust 
FTC jurisdiction by strengthening state regulatory law. Presumably the state 
insurance commissioners would participate in any proposed voluntary pro- 
cedure. Such positive action would not reflect on state supervision. It would 
rather tend to strengthen such supervision by avoiding conflicts which might 
result in a Congressional review of the McCarran Act. This approach is now 
under consideration. 


The Federal Reinsurance Bill 


This bill would have permitted the government to reinsure prepaid health 
plans issued by insurance companies and associations like the Blue Cross. In 
order to qualify for reinsurance, the plans would be required to meet certain 
standards. Advocates of the reinsurance measure believe that it would stimulate 
the further expansion of voluntary health insurance, particularly major medical 
insurance. They claim the proposal is consistent with the philosophy of helping 
private business serve the public need. They express opposition to socialized 
medicine and contend that the reinsurance plan is not an invasion of business, 
but is something akin to government insured mortgages or government insur- 
ance of bank deposits. Opponents feel there is no need for Federal Health Re- 
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insurance, the plan would not be widely used, it would put the government in 
the health insurance business, and the plan might lead to social medicine. 

It is difficult to establish the reasons for the bill’s failure. The newness of 
the idea; the absence of specific prescribed standards for health insurance 
plans; the concern of the American Medical Association that the reinsurance 
program might be converted into a social medicine plan, the inability of the 
sponsors to demonstrate the need for the legislation—all had a bearing on the 
result. The fact that the plan was not liberal enough to satisfy labor explains 
why some of the liberals in Congress joined the conservatives in defeating the 
measure. 

This reinsurance plan is not dead. Undoubtedly, it will be an issue again 
in the next session of Congress. Possibly it will be introduced in a form that 
will meet some of the objections to the original bill. The insurance business 
will be called upon to take a position. 

This year we did not oppose the bill but suggested further study. Several 
insurers endorsed the plan, others openly opposed it. Now is the time to carry 
out our recommendation for further study. Are there other approaches to be 
considered? Will we be able to develop an industry position if an improved bill 
is introduced? Are we facing a choice—something like the reinsurance plan 
or a more direct approach that would result in government competition in the 
health insurance field? Is this another example of ingratiating intervention? 
If we think of these questions in terms of the over-all trend toward more wel- 
fare legislation, is it reasonable to conclude that some federal action in the 
health insurance field is indicated? Or is this the one area in which a welfare 
program will not succeed? These are very difficult decisions to make. They are 
very important decisions. The future of voluntary health insurance is at stake. 


Federal Regulation of Insurance 


Under the subject of health insurance, I discussed the Federal Trade 
Commission’s efforts to regulate advertising. This exercise of federal power is 
not direct regulation of insurance. There are, however, other situations which 
conceivably could raise the issue of federal vs. state regulation. Unlike the 
FTC development, these challenges result from criticisms of activities of others 
who utilize insurance services. With federal welfare systems competing di- 
rectly with voluntary insurers, it is in the public interest to. preserve state regu- 
lation. Excessive regulation at the federal level could so hobble voluntary in- 
surance services that the compulsory systems would have the decided advantages. 
This must be avoided. Every threat of Federal regulation must be carefully 
appraised. 


Credit Insurance 


Early in 1954, as an outgrowth of an investigation of mail order accident 
and health insurance, the Senate Judiciary Committee, under the chairmanship 
of Senator Langer, became interested in credit insurance. The Committee 
initiated this phase of its investigation with a questionnaire to the State Com- 
missioners. Following this, a second questionnaire was sent to some fifty or 
sixty insurance companies. Hearings were held in Topeka, Kansas, on Septem- 
ber 20. Appearances were made by the Attorney General and Insurance Com- 
missioner of Kansas, as well as representatives of numerous finance companies 
and insurance companies. Individual borrowers, both satisfied and dissatisfied, 
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also appeared. More recently, a similar hearing was held in Raleigh, North 
Carolina. 

The Committee has been interested in possible abuses resulting from any 
‘‘tie-in’’ of the sale of credit insurance and the making of small loans, with a 
corresponding interest in corrective legislation. One witness representing a 
finance company at the Raleigh hearing reportedly alleged that credit life in- 
surance is a ‘‘ gigantic conspiracy’’ between insurance companies and lending 
agencies. A trade journal stated that the hearing had raised the question of 
possible need to rewrite Public Law 15, requiring states to have ‘‘ successful 
enforcement’’ of insurance laws. This is an example of how demand for regu- 
lation of insurance can result from abuses in other areas of industry. 


Union Welfare Funds 


Another active subject in Washington today is union welfare funds. 
Congressional interest in these funds became evident during 1953 and was 
brought into focus by President Eisenhower in his Taft-Hartley message of 
January 11, 1954. He recommended that Congress conduct a study for enact- 
ing necessary legislation to protect and conserve these funds for the millions 
of working men and women who are the beneficiaries. A subcommittee of the 
House Committee on Labor and Public Welfare initiated its investigation by 
circularizing a questionnaire concerning insurance company practices with re- 
spect to insured benefits. The subcommittee also held hearings in Los Angeles, 
and it recently opened further hearings in Washington. The Subcommittee of 
the Senate Labor and Public Welfare Committee has not yet held hearings, but 
it has conducted studies in San Francisco, Chicago and Philadelphia. During a 
recent conference held by the CIO, an effort was made to shift the emphasis 
from general welfare fund trustee responsibility to criticism of insurance 
companies for their commission practices. It was argued that regulation of 
commission under Taft-Hartley welfare plans was necessary in order to con- 
trol abuses in administering welfare funds. 

No one type of legislation has emerged at the federal level as being the 
likely solution to the problem. It is probably correct to say that there is more 
confusion now as to the proper legislative approach than there was at the out- 
set of the investigations. Certainly, however, the life insurance business will 
have to take a position on the question of whether union welfare funds should 
be regulated, and if so, to what extent. The problems posed by having either 
state or federal regulation are far-reaching in their implications and deserve the 
most serious consideration. 


Intervention vs. Voluntary Action 


Despite the tendency to look to the goverument for various services which 
may be provided through private enterprise, it is encouraging to note that 
during 1954 the government itself took steps to encourage the further utiliza- 
tion of voluntary insurance in one instance and the services of savings institu- 
tions in another. I am speaking of the insuring of federal employees through 
private insurance companies on a group life insurance basis and the Voluntary 
Home Mortgage Credit Program. Through this program lending institutions 
hope to assure the availability of mortgage credit in small communities and 
remote areas and for minority groups, without the intervention of Government. 
These two developments are encouraging signs, They demonstrate an awareness 
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on the part of government that it should not undertake any service which can 
be provided on a voluntary basis. Of equal significance, the life insurance 
companies and other savings institutions proved their ability to work out a 
difficult problem through cooperative effort. 


Federal Employee Group Insurance 

The present Administration has as one of its objectives the modernizing 
of the federal government’s personnel system. One part of this program, an- 
nounced in March of this year, was to provide federal employees with group life 
insurance. Following its announced policy of fostering private enterprise 
wherever possible, the Administration sought and received the cooperation of 
the life insurance business in setting up this program. This development was 
most gratifying to all concerned. 

A joint ALC-LIAA committee was appointed to give technical advice and 
consultation. That committee worked diligently on the proposal. As a result, 
on August 17, 1954, just a little more than five months after the first confer- 
ence, the program was enacted into law. The plan follows the standard group 
life pattern. 

Metropolitan Life Insurance Company was selected by the Civil Service 
Commission as the principal insurer and is administering the program through 
the ‘‘ Office of Federal Group Life Insurance’’ in New York City. Other com- 
panies are eligible to participate as reinsurers according to a formula based 
upon group life insurance in force, but it is. weighted in favor of the smaller 
companies. 

The amount of insurance currently in force is $7 billion with an annual 
premium of approximately $70 million. There are approximately 1,750,000 
employees covered. Of 285 companies eligible to act as reinsurers, 163 have 
indicated a desire to participate in that capacity. As of November 29, 446 
claims, including 38 accidental death and dismemberment claims, had been 
paid in an amount of $3,198,412. 

The Joint Committee is continuing to study the feasibility of providing a 
comparable program of health insurance for Federal employees. This is a much 
more complicated program and necessarily goes beyond the life insurance 
companies. Unlike life insurance, there is some doubt that such a plan can 
be satisfactorily set up on a national uniform basis. Several alternatives are 
being discussed, and this matter will doubtless continue to be active during the 
forthcoming session. 

There is also under consideration the use of insurance or insurance mechan- 
isms to provide health coverage for dependents of military personnel. Presently, 
dependents of servicemen living on or near military establishments receive 
hospital and medical care at the installation without charge. The Defense 
Department is interested in a system of insured benefits for dependents of 
servicemen who do not live near a military installation and who are being 
discriminated against under the existing program. 


Voluntary Home Mortgage Credit Program 


Another heartening acceptance of a free enterprise effort came in the 
adoption of the Voluntary Home Mortgage Credit Program. The Housing Act 
of 1954, as first considered by Congress, contained provisions for rechartering 
@ new and expanded FNMA for the purpose of providing a secondary market 
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facility for VA and FHA loans as well as exercising certain ‘‘special assist- 
ance’’ functions. 

As an alternative to this provision, the life insurance companies, through 
the ALC-LIAA Joint Committee on Economic Policy, proposed a voluntary 
program to assure the general availability of mortgage credit in small com- 
munities, remote areas, and for minority groups. The proposal was well re- 
ceived both by Congress and by other institutional lenders. As a result, it was 
enacted into law. The new FNMA was also authorized. However, the extent to 
which the voluntary program is successful will by that much limit the activities 
of FNMA and reduce the need for further government action. 

The program is not designed to increase the over-all supply of mortgage 
credit. It is aimed at making the most effective use of available credit by 
assisting applicants from eligible areas in obtaining government-insured and 
guaranteed loans from private financing institutions. A total of 108 life in- 
surance companies have indicated their willingness to participate. 


Military Survivor Benefits 


A perennial question is military survivor benefits; how should they be 
provided and at what levels? So far these benefits have been provided by govern- 
ment without utilizing private insurers. We have devoted much time and effort 
in the past to various aspects of this problem. Appearances were made in con- 
nection with the Servicemen’s Indemnity Act of 1951. During the 81st and 82nd 
Vongresses, we opposed legisiation which would have established a new contri- 
butory system of benefits for survivors of servicemen. 

The Civil Service Act Amendments of 1952 established the Committee on 
Retirement Policy for Federal Personnel which has come to be known as the 
Kaplan Committee. As one patt of the Committee’s work, a study and report 
was made on the Uniformed Services Retirement System. The Committee 
recommended that the present system, consisting of overlapping programs 
administered by four separate executive agencies, be improved by adopting a 
simplified program consisting of: (1) a six-month death gratuity with a 
$1,200 minimum. and a $3,000 maximum; (2) service compensation for bene- 
ficiaries of 80 per cent of first $100 of gross pay and 20 per cent of the balance; 
(3) participation of military personnel in the social security program on the 
regular taxable basis. Under this proposal the free indemnity benefit of 
$10,000 would be discontinued. 

Around the time the Kaplan Committee report was released, the House of 
Representatives established a Select Committee on Survivor Benefits aimed at 
studying the problem as a whole rather than on a piecemeal basis. Historically, 
this has been difficult, because the various portions of the survivor benefit pro 
gram have come under the jurisdigtions of at least four standing House Com- 
mittees. 

This Select Committee has just concluded hearings which included, but 
were not limited to, consideration of the Kapian report. A joint ALC-LIAA 
statement was filed during the hearings. No specific proposals were made, but 
certain general principles were outlined. It stated that the overall benefit level 
should not exceed reasonable limits and there should remain an area of inéentive 
for a serviceman to provide supplemental protection for his dependents through 
@ personal insurance and savings program, 
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Conclusion 

A word should be said about our attitude toward government, particularly 
when we are dealing with legislative proposals in the welfare area. It is obvious 
from the nature of the problems discussed that our attitude in any given situa- 
tion must take into account all the other problems faced at the federal level. 
The long-range trends which are of concern to the life insurance business must 
also be considered. Our view is that a business so vitally affected by federal 
legislation should not adopt a completely inflexible attitude in any given area. 
This does not mean that we should follow a practice of compromising major 
issues in an effort to forestall more drastic intervention; although in some 
situations, alternatives must be carefully weighed. 

The approach consistently followed during the last five years has been one 
of cooperative study. This is helping government search for solutions to some 
of the problems resulting from the demands of society. Yet it is reserving the 
right to oppose solutions that are not in the public interest. Through this type 
of cooperation, we are in a better position to demonstrate to government that 
private facilities shuld be used to the maximum extent feasible. When private 
business cannot provide an essential social service and is forced to concede that 
government participation may be necessary, then, by virtue of our cooperative 
attitude, government is more likely to restrict its functions to basic need. 

This relationship with government involves certain political risks. The 
chance that a government program once started will get out of hand is present 
in almost every political venture. However, if the cooperative study approach 
is consistently pursued, these risks can be minimized. Based upon experience, 
we are convinced that the life insurance business in its relationships to govern- 
ment should adopt neither a policy of hostility nor compromise. Our program, 
with its risks and complexities, appears to be best suited to the long-range ob- 
jectives of our business. 

In considering trends in social welfare legislation, the gap between what is 
and what ought to be probably exists in everyone’s mind. Down through history, 
mankind has dealt with this gap in various ways. At times people have tried 
to ignore it. At other times, ieaders have been too nagging about it. The in- 
gratiating intervention of recent years suggests that we are living in such an 
era. No society has ever come very close to closing the gap. But efforts to close 
it have not been given up for very long. Presently, the gap between social ideals 
and the actual behavior of the world is being narrowed, mainly by voluntary 
action. There is great hope for social progress. There is also tension between 
the ideal and the real. Freedom is being sacrificed for government security. 
Voluntary insurance is caught between these forces. It will survive because it is 
idealistic, realistic, and offers security without any sacrifice of liberty. 





Part Il—Review of the Year 


Life Insurance 
By 


A.trrep N. Guertin, Actuary 
American Life Convention 


In the review for the year 1953, the statement was made that that year had 
been a year of return to orderly processes, a year of quiet expectation. The 
year 1954, in a number of respects, has been a year of realization. All factors 
of growth in the insurance business passed through the s!ackening of industrial 
activity in the earlier part of the year without interruption, gained accelerated 
momentum in the latter part of the year with the resurgence of general business 
optimism, so that the year terminated was probably one of the best in the 
history of the business in almost all life insurance areas. 


Confidence in the future of life insurance manifested itself in several 
different ways, not among the least of which was the developing public interest 
in the stocks of life insurance companies, Quoted prices for shares of life 
insurance cowpanies practically doubled during the year, after already having 
had substantial increases in previous years, so that for a representative group 
of stocks held at the end of the year 1954 quotations stood at about three times 
the quotations at the end of 1951. 


Interest in the future growth of the life insurance business also was mani- 
fested by the number of companies formed during the year. It is reported by 
Best ’s Insurance News that 112 new legal reserve life insurance companies with 
an initial investment of approximately $1€,000,000 were formed in 1954, second 
only to the record set in 1953 when $17,000,000 was contributed on such account. 
It is said that the number of companies operating in the United States at the 
end of the year stood at 917, an all-time high, of which 274 were organized in 
Texas with Louisiana as a poor second with 81 and no other state having more 
than 35. 


Life Insurance Growth 


Life insurance took a large bite into its fourth $100,000,000,000 of life 
insurance in force during the year 1954. The increase for the year was almost 
$35,000,000,000, an increase of over 11% in outstanding insurance in force, 
probably a record. A large part of this, however, was in the field of temporary 
insurance, particularily group and wholesale, which was given an impetus by 
coverage of upwards of $7,000,000,000 issued on the lives of civilian employees 
of the Federal Government. It was thought that an increase of $100,000,000,000 
in five years was a rather astounding record but, at the present rate, the 
$400,000,000,000 mark will be reached by the end of 1956. 


The table which follows, similar to that shown in previous years’ reviews, 
has been compiled from figures prepared by the Life Insurance Agency 
Management Association and published by the Life Insurance Association of 
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America. The figures are giver in millions and exclude renewals, increases, 
dividend additions and reinsurance acquired. 


Life Insurance Sales in the United States 
1951 1952 1953 1954 
Ordinary $19,062 $21,788 $25,307 $26,900 
Industrial 5,461 5,987 6,506 6,600 
Group and Wholesale 4,927 6,664 7,675 14,100 


Total $29,450 $34,439 $39,488 $47,600 


The figures for 1953 differ from those published last year by reason of subse- 
quent revision. The 1954 figures involve estimates. 

While all the general indices showed healthy rates of growth, it should be 
observed that the increase in ordinary writings was smaller for 1954 than for 
several years. The increase over 1953 was 1.6 billions as against 3.5 billions in 
1953 and 2.7 billions in 1952. Excluding the government employee group case, 
even more modest rates of growth were shown in the industrial and group 
divisions, The increase in insurance in force, however, compared favorably with 
prior years, thus indicating a possible increased stability in the business actually 
placed on the books. 

While it is yet too early to secure the total in force at the end of the year 
1954, estimates have been made which are similar to those made in the past. 
These have been extremely reliable. These figures, along with those previously 
stated in these reviews and revised on the basis of more accurate information, 
have been prepared on the basis of figures compiled by the Life Insurance 
Association of America. The figures are given in millions, include the con- 
tinental United States, and reinsurance ceded has been deducted. 


Life Insurance in Force 
1951 1952 1953 1954 
Ordinary $161,200 $172,298 $186,710 $201,000 
Industrial 34,833 36,448 37,781 39,000 
Group and Wholesale 58,057 67,845 79,768 99,000 


Total $253,100 ~ $276,591 $304,259 $339,000 


Again in 1954 it would appear that a considerable amount of the increased 
insurance in force was on the lives of existing policyholders. The number of 
policyholders has been estimated at 93,000,000 at the end of the year as com- 
pared to 90,000,000 in the previous years, an increase of slightly more than 
3%. However, an increase in insurance in force of 11% would seem to indicate 
that policyholders are well satisfied with their life insurance bargains and are 
coming back to us for review and expansion of their life insurance programs 
as their needs develop. 

Again this year, it would seem desirable to list fi;ures which might be 
used as a rough measuring rod as to the acceptability of our products as com- 
pared to those of other media of savings. The table given below is similar to 
one previously used, figures for 1953 have been revised and figures for 1954 
contain some approximations. ‘All the figures are ‘n billions. 
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1941 1952 1953 1954 


Life insurance assets $32,731 $73,375 $78,533 $84,200 
Savings and time deposits 26,479 63,598 68,354 72,700 
Savings and Loan Association assets 6,049 22,585 26,638 31,300 
Series A, E and H Savings Bonds 4,750 35,324 36,663 38,100 


A comparison of percentage growth in these media in recent years will be 
of interest. Ratios of increase for the periods shown are given in the following 
table. 


Increased for the year indicated 
1952 to 1953 1953 to 1954 1941 to 1954 


Life insurance assets 7.0% 7.2% 157% 
Savings and time deposits 7.5% 6.2% 175% 
Savings and Loan Association assets 18.0% 17.5% 241% 
Series A, E and H Savings Bonds 3.8% 3.8% 672% 


For the two successive years, life insurance has held its own relatively well 
with savings and time deposits but over the thirteen year term the result has 
not been as favorable. The recent building boom has given an extraordinary 
impetus to Savings and Loan Associations but mortgage loans held by life 
insurance companies, it will be seen from other sources, have had a comparable 
growth. The percentage record of savings bonds, of course, is exaggerated be- 
cause of the low base in 1941, 


While no statistics are included with respect to the growth of investment 
trust assets, pension and profit sharing trusts, nor to the gr wth in equity in- 
vestments of individuals, it should be observed that any statistics available in 
these fields usually include appreciation in market prices, as well as the amount 
of new capital that has been invested therein. Our interest in such statistics 
would be primarily in the amount of new money that has been placed in such 
assets as compared to the amount which has been placed in our custody over a 
period of years. Unfortunately, figures of this kind are not generally available. 
There is little doubt, however, that substantial amounts of savings are being 
systematically placed into these areas, particularly in the investment trust 
field, where the rise in assets has been substantially greater than that repre- 
sented by the recent.surge in market prices of securities. The investment trust 
is one of our natural competitors and life insurance, particularly during in- 
flationary periods, becomes especially attractive. It has not been demonstrated, 
in actual practice, that our product does not retain its traditional elements of 
forming the bedrock of family security. and the primary device for both pro- 
tection and investment for the people generally. 


Investments 


The annual reports of Dr. James J. O’Leary before the Life Insurance 
Association of America each year provide data from which one may follow the 
trends of life insurance investments over the years, particularly as they are 
channeled into various fields. In the table below, the amounts invested in 
various media for various years are shown. The figures are for all United 
States companies and are given in millions. 
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1950 1953 1954 


U.S. Government bonds $13,450 $ 9,829 $ 8,925 
Other government bonds 2,606 2,576 2,975 
Railroad bonds 3,187 3,643 3,825 
Public Utility bonds 10,587 12,827 13,650 
Industrial and miscellaneous bonds 9,526 15,527 17,075 
Stocks 2,103 2,573 3,000 
Farm mortgages 1,327 1,886 2,050 
City mortgages 14,775 21,436 23,700 
Real estate 1,445 2,020 2,300 
Policy loans 2,413 2,914 3,100 
Cash 1,005 1,215 1,250 
Other assets 1,586 2,087 2,350 





Total $64,020 $78,533 $84,200 


It had previously been noted that major growth had taken place in the 
city mortgage and industrial bond classifications. This trend continued in 
1954. The percentage of assets in city mortgages rose from 27.3% in 1953 to 
28.2% in 1954 while industrial bonds rose from 19.7% in 1953 to 20.3% in 
1954. Public utility stocks owned showed an increase of 25% during the year, 
or $427 millions. This with an increase of $823 millions, a normal growth, 
channeled an additional $1,250 millions into the public utility field. Ownership 
of government bonds continued to decline. 

The markets during the year were characterized by strength in prices of all 
forms of investments, cheap money, low yields on available bonds, skyrocket- 
ing stock prices with dividend yields that approached those of sound debt 
securities. There was no shortage of money. A number of refundings at lower 
interest rates took place and the prospects for more are good. The higher yield 
available on purchases in 1953 and the increasing percentages of mortgages in 
portfolios are probably responsible for the increased net yield of 1954 as com- 
pared to 1953. 

Each year the Institute of Life Insurance computes the rate of interest 
earned on investments from annual statements. The full series will be found 
in the Fact Book. For the last few years, the rates are given below, before and 
after Federal income tax. ; 

Net Rate of Investment Zncome 
Year Before Tax After Tax 
1947 2.88% 2.88% 
1951 3.18% 2.98% 
1952 3.28% 3.07% 
1953 3.36% 3.15% 
1954 3.46% 3.24% 


Recovery in the rate from the all-time low in 1947 has been continuous. 
However, 1954 could well indicate a plateau resulting from managed money 
markets and the controlled inflation of two decades. That high rates of interest 
predicated on shortages of capital and diminished savings during a period of 
expanding business activity could be with us again some day seems almost im- 
possible. ‘Economies, however, does teach us that trends are seldom one-way 
streets and reversals in trends ¢an come with disconcerting suddenness at times. 
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Housing and Mortgage Financing 

The Housing Act of 1954, an administration housing bill, made its ap- 
pearance early in the year calling for, among other things, an expanded 
F.N.M.A, which would provide a secondary market for V.A. and F.H.A. 
mortgages. This was aiso intended to create availability of mortgage money 
in remote areas and to minority groups. It was felt by the insurance companies 
that this bill had severe inflationary aspects and an alternative was proposed, 
that is, the Voluntary Home Mortgage Credit Program. 

The end result was that both proposals were adopted. However, to the 
extent that the alternative is effective, the usefulnes of the former will be 
limited. There has been established a National Voluntary Home Mortgage 
Credit Committee with the Housing and Home Finance Administrator as Chair- 
man and sixteen regional committees, made up of representatives of lending 
institutions, including life insurance companies. It is the function of the local 
committees to see that any proper application for a mortgage loan receives 
appropriate consideration by lenders that have agreed to cooperate in the pro- 
gram. Thus, no area will be without mortgage facilities. Companies holding 
about 75% of life insurance assets are cooperating in the program. The pro- 
gram is now organized and functioning. It is too early to determine its effect 
as yet, either qualitatively or quantitatively, but in the life insurance business 
there are high hopes for its usefulness, ‘ 


Valuation of Securities 

Considerable progress was made during the year toward the solution of 
problems in the field of valuation of securities. The rules established by the 
National Association of Insurance Commissioners have not yet reached their 
full development. The life insurance companies are interested in finding a 
suitable basis for stabilization of values of assets which will permit the opera- 
tion of the mandatory security valuation reserve as a loss reserve as con- 
trasted to a fluctuation reserve. Hence; it has become necessary to explore 
further into methods of valuation of non-amortizable bonds, preferred stocks 
and common stocks, 

The major change made by the Commissioners during the year was the per- 
mitting of the charging of 100% of capital losses, compared to 50% formerly 
permitted, against the mandatory security reserve, provided that the total re- 
serve be not reduced below the accumulated annual charges against bond in- 
come since 1951. This removes an important source of complaint that mere 
fluctuation in security values from year to year, even where there was no loss, 
could cause important reductions in surplus. 

There still remain important projects to be completed. A method for 
valuing preferred stocks must be devised. Current thought seems to be divided 
on the relative merits of cost and the so-called one-fifth adjustment method. 
Similarly, differences of opinion exist in the matter of whether stabilized 
methods of valuation for common stocks should be adopted. It is anticipated 
that these subjects wi!l receive the full consideration of the Commissioners 
and the business in the coming year. 


State Legislation 


In the field of state legislation, relatively little of an adverse nature found 
its way into state enactments. It was an ‘‘off’’ legislative year in 1954, 
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relatively few legislatures being in session. Numerous bills adverse to policy- 
holders and the business failed of enactment in a number of states. 

There was no important legislation in the field of premium taxes. A few 
state income tax laws were amended to bring them more closely in line with the 
Federal definitions and treatment. Investment statutes were broadened in a 
number of states, none of them in any way not already typical of laws already 
in existence in other states. No new mortgage legislation was adopted. There 
was little progress in legislation designed to tighten licensing requirements for 
agents, Arizona being the only state to do so. There, as a part of the new Code, 
an all-inclusive type of examination and licensing law was adopted. 

For those whe are interested in the details of legislation at the state level, 
both that which was enacted and that which failed, I can do no better than to 
refer them to the Kastner and Glenn papers to which reference is made at the 
end of this review. The former is much more comprehensive in that it covers 
practically every bill which was introduced anywhere that had any impact, 
either actual or potential, on the life insurance business. The latter restricts 
itself to the more important enactments and the important trends in legislation 
and the legislative outlook from the life insurance standpoint. 


Supervisory Problems 
Among the problems which gave concern to the state supervisory authorities 
this year, particularly as seen through the activities of the National Association 
of Insurance Commissioners, were (1) the supervision of uninsured pension 
plans, credit insurance, proposed revisions of the standard definition and 
standard provisions for group life insurance, uniform reporting and alloca- 
tion of income and expenses, and problems incident to accident and health 


insurance. In the case of particular states, amendments to Section 213, the 
expense limitation section, of the New York Insurance Law, and investigation 
into union welfare plans by the New York Superintendent of Insurance were 
important developments. Most of these subjects are covered in this review, 
but accident and health matters are omitted since Mr. E. J. Faulkner has pre- 
pared a review on these subjects. 


Group Insurance 


The most significant developments in the field of group insurance during 
the year were the continued interest of the Commissioners’ association in group 
life and accident and health insurance; the continuance of efforts to enact in 
the various states the so-called $20,000—$40,000 limit; the unresolved differ- 
ences in treatment of extended maternity benefits which have had the attention 
of the N.A.I.C.; the great publicity which oecurred in the field of union welfare 
plans, many of which include group insurance and pensions; and the placing in 
force of group life insurance on the lives of civilian Federal employees. 

All these subjects are in the unfinished category. The so-called $20,000— 
$40,000 limit was enacted in only New Jersey and Arizona in 1954. Such im- 
portant states from a group insurance standpoint as New York, Michigan, and 
California have not yet enacted this limitation. The extended maternity prob- 
lem, a vexatious one because it involves the matter of competitive advantages 
among organizations of conflicting philosophies, remains unsolved and a solu- 
tion does not appear imminent. The civilian group insurance program of the 
Federal government is completé as to life insurance, but awaits further action 
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in the case of hospital, surgical and major medical coverage. Several of these 
subjects are specifically treated elsewhere in this review. 


Credit Insurance 
Like any fast growing organism, credit life insurance has been under con- 
siderable scrutiny during the year 1954. The growth of credit life insurance 
during the last few years has been phenomenal. This is shown by the following 
table which slows the amounts in force. Amounts are given in millions. 
1941 1949 1954 
Group $224 $2,049 $ 8,500* 
Individual 66 482 2,100* 


Total $290 $2,531 $10,600* 


The business, in fact, has been growing so rapidly, it has been subject to 
so much in the way of investigation, rulings and legislation in the small loan 
field particularly, that it has found it desirable to establish a trade association 
of its own. This organization, the Consumer Credit Insurance Association, is 
located in Chicago and is taking an important part in the servicing of this 
business. 

The N.A.LC. has adopted model rules and regulation which it has suggested 
for adoption in the various states. Several states have adopted regulations, 
other have attempted to police the business without special legislation. In 
others, legislation has been enacted in the area. Not the least of the problems 
is the status of rules and regulations adopted without specific enabling legisla- 
tion. 

At the Federal level, the Senate Judiciary Committee has conducted in- 
vestigations largely to determine to what extent, if any, borrowers are being 
coerced into buying insurance and what tie-in, if any, exists between the grant- 
ing of a loan and the purchase of insurance. 

The issues in this field, particularly as respects small loans, are rather 
clear. They may be enumerated as (a) should the lender be permitted to act 
as an agent and make a commission or profit on the insurance, (b) should the 
charge for the insurance be included in the over-all rate for the loan or should 
the lender be permitted to collect a premium from the borrower, (c) should the 
amount of insurance be limited to the loan, and (d) should regulation be at the 
level of the insurance by the Insurance Commissioner or at the lending level by 
the Banking Commissioner. 

Numerous other problems are involved in this general field. The vast 
growth of installment and other forms of credit has done much to promote this 
type of business. Many new companies are being formed to engage in it, and 
many existing companies are entering the field. There are still many potential 
conflicts ahead. Reconciliation of the interests of Federal and state govern- 
ments, the impact of developments in this field on other important problems of 
the business and the fixing of lines of authority as to where supervisory re- 
sponsibility lies as between banking and insurance officials—all these place on 
all concerned some very important decisions. 


Union Welfare and Life Insurance 
One of the more important problems that engages the attention of the life 


* Estimates by Institute of Life Insurance. 
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insurance business is the rapid development of union welfare funds and the in- 
surance problems flowing therefrom. These funds have had tremendous growth 
in recent years, much publicity based on what appeared to be misuse of union 
funds has appeared, excessive commissions, payment of excessive trustees’ fees, 
and lack of appreciation of the responsibilities of fiduciary duties have been 
cited in the daily press and elsewhere as abuses needing correction. Both the 
Federal and state governments have taken an interest. 

Legislation in New York has given the Superintendent of Insurance 
authority to examine such funds and his recent report lays the grcundwork for 
more legislation at the state level. Investigations have been conducted at the 
Federal level by subcommittees of the House and Senate Committees on Labor 
and Public Welfare. Legislation designed to cure this situation has been sug- 
gested at the Federal level. Investigations and studies are continuing among 
the unions, the insurance business, as well as by state and Federal agencies. 

There are problems in this area that transcend the elements of good or 
bad administration of the funds themselves, important eas they are. There is an 
important threat of Federal intervention into the insurance business involved. 
The insurance business wants the situation cured, The issues, however, involve 
the ability of the states with their limited jurisdiction to do so effectively. That 
it would be possible to devise a type of regulation which would cure the evils 
at the union level, without dictating such things as rates and commissions for 
insurance contracts and many other factors which could have a broad effect on 
the insurance business generally, is difficult to determine. 

For those who are interested in following this problem at the state level, 
attention is directed to the New York Insurance Department report entitled 
‘*Whose Welfare’’ recently issued, in which the pattern of abuses is illustrated 
by specific examples. That something must be done is clear. What should be 
done and how it should not be done is not so clear. That something will be 
done is obvious. Let us hope that what is done will impinge squarely upon 
the sources of the difficulties. There is danger that the remedy could reach the 
implementations rather than the core of the problem. Its solution requires 
business statesmanship of the highest order. 


Limitation of Expenses 


Over the past several years, much attention has been given to the limitation 
of expenses of life insurance companies, a feature of the New York Insurance 
Law for almost 50 years. Over the last few years, serious attempts were made 
to develop a thoroughgoing revision of the statute. These attempts met re- 
sistance in a number of quarcers and finally it was necessary to accept amend- 
ments which, while not changing the basic pattern, corrected elements which 
stood in the way of orderly progress of the companies. Such a program was 
enacted in 1954. 

The effect of these amendments was to increase slightly the limits on 
agents’ compensation, to liberalize the pattern of distribution of compensation 
as between policy years, to liberalize small company allowances and to narrow 
the wide gulf between managers’ and general agents’ compensation limits. In 
general, the statute was made more workable. While these amendments were 
desirable, they fall far short of the thoroughgoing revision which was felt by 
many to be needed. 

It is evident that such a revision, however, will come only with a change 
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in the supervisory and legislative climate. Many feel that as yet there has been 
no thoroughgoing analysis of supervisory and legislative levels of the philo- 
sophical basis of the current legislation, study of the long-term effect of the 
statute on the organization and authorization of new companies, the country- 
wide effect of this law and the long-term effect of the statute on New York 
itself. 

The Annual Statement and Uniform Reporting 

In my review last year, I devoted a considerable amount of space to the 
then important subject of uniform allocation and reporting, involving during 
the year issues created by the New York Law enacted in 1953 and the activities 
of the N.A.LC, through its Blanks Committee. Discussion of the issues was 
included in the 1953 review. Only developments need be discussed here. 

The New York Department issued several reports during the year and 
promulgated what is now known as Regulation 33. This is a series of instruc- 
tions generally similar to but in greater detail than the Instructions contained in 
the annual statement blank. The Blanks Committee has had before it during the 
year the problem of reconciliation of the differences between the regulation and 
the present N.A.I.C, instructions insofar as classification of income and ex- 
penses was concerned. 

In the field of allocation, there are important problems. Many persons 
feel that rules of allocation more detailed than the general principles enumerated 
in Regulation 33 are impractical. Efforts will undoubtedly be continued to have 
the N.A.L.C. do something in the area of allocation. Most company people feel 
that this is a matter that only the regular estate examination procedure can 
deal with. These people also fcel that New York has a special problem, in view 
of the limitation of expense provisions contained in Section 213 of the Insur- 
ance Law. They feel that the requirements imposed upon the New York De- 
partment by its new legislation and the problems of Section 213 have the effect 
of placing that state in a different position from the others. It is their view 
that whatever is done in the field of allocation should be done in and by New 
York and that there is no need for the supervisors in other states to enter, 
through the N.A.I.C. or otherwise, the field of allocation of income and expenses 
on any basis other than that currently followed through regular examination 
procedures. 

Currently, the N.A.I.C. Blanks Committee is studying Regulation 33, with 
a view of using such parts thereof as may be of general usefulness to super- 
vision in other states. Apparently, however, it is pot disposed to adopt the 
classification features of Regulation 33 in toto in the interests of uniformity 
alone. A long and detailed study is being made. There seems to be no disposi- 
tion whatsoever to adopt the allocation features of the regulation at this time. 


The National Association of Insurance Commissioners 

The National Association of Insurance Commissioners itself faces problems 
at the beginning of the new year. Familiar personalities which have been strong 
influences therein are passing out of office. Among them are the Commissioners 
and Superintendents of such important states as Connecticut, New York, New 
Jersey and California. Some of these men had long terms of office in super- 
vision, and their experience was of great importance to the Association. New 
personalities are appearing on the scene, at the same time problems of a new 
character are arising—not the least of which are those associated with Federal 
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government action. 

Among these are the investigations into union welfare plans, the reinsur- 
ance bill in the accident and health field, studies by Congressional committees 
in the field of credit insurance, and investigations into the accident and health 
field by the Federal Trade Commission. In all these matters, there has been 
liaison between the state and Federal authorities. Even in the matter of the 
Federal income taxation of life insurance companies, state insurance department 
personnel was consulted. This is a new trend in relationships. It could have 
strong ultimate effects upon the life insurance business. 

More and more as the life insurance business faces Washington, contacts 
and even conflicts between Federal and state authority and authorities could 
develop. A high degree of statesmanship on the part of all groups interested 
will be required. The National Association of Insurance Commissioners will 
have important tasks and its role as the defender of state supervision will be of 
increasing importance. 

Federal Taxation 

There were two important aspects to Federal taxation in 1954, (1) the 
revision of the Internal Revenue Code and (2) the continued study into the 
taxation of life insurance companies. Related to both of these was the tax 
treatment of dividends, paid holders of life insurance stocks and the implementa- 
tion of the new statute by regulations. All but the first of these continue as 
problems for the business as it faces 1955. 


Revision of the Internal Revenue Code 
Of great interest to life insurance policyholders and life insurance com- 
panies was the Internal Revenue Code Revision of 1954. This was the first 


general revision in about 75 years and was a tremendous undertaking. It pro- 
vided the life insurance business with a special opportunity to secure full con- 
sideration of changes which it had been seeking for a number of years. A pro- 
gram had been developed and out of it grew thirty-two specific suggestions, 
most of which were finally incorporated in the Code. 

The revision was drafted by a technical staff which was appointed when 
the new administration came into office. It solicited suggestions and received 
about 17,000 of them. Many, of course, emanated from the practical experi- 
ence of the Internal Revenue Service. At the same time, it was found practical 
to write into the law many things that had previously been taken care of by 
regulation. That the suggestions which had previously been made in the interest 
of policyholders by the companies were written into the Code was a great 
accomplishment from the standpoint of the companies. 

The principal changes in the Code of special interest to the companies and 
their policyholders are listed by Mr. Eugene M. Thoré as follows: 


(1) A new rule for the taxation of annuities was adopted. 

(2) The tax burden on amounts received in a lump sum by a life insurance 
policyholder was lightened. The recipient may now elect to treat the 
taxable income as having been received over the tax year and the pre- 
ceding two years. 

(3) Under a matured endowment contract, the owner will no longer be 
taxed in one year upon all the income from the contract if he fails to 
elect an annuity prior to the maturity date. The new law gives the 
owner an additional 60 days to meke the election. 
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(4) Contrary to the old law, a transfer for valuable consideration of a life 
insurance policy will not affect the tax-free status of the proceeds in 
most business insurance transactions. 

(5) The interest which may be received tax-free under an installment 
settlement of life insurance proceeds was limited by statutory defini- 
tion. A liberal annual income tax exemption of $1,000 for this interest 
element was granted to the spouse of the insured. 

The $5,000 death benefit exemption accorded death benefits paid by an 
employer to an employee was extended to death benefits paid under a 
profit-sharing, pension, stock bonus, or non-trusteed annuity plan, 
even where the employee had a non-forfeited right to receive these 
amounts during his lifetime. 

The cost of all accident and health insurance, whether group or indi- 
vidual, purchased by employers for their employees was made tax 
exempt to the employees, and remains deductible by the employer. At 
the same time, the new Code put a limitation of $100 per week on the 
amount of tax-free loss of wage, accident or sick benefits under plans 
financed by employers. 

Congress rejected a section of the House bill which would have pre- 
vented investment by approved employees’ trusts in ordinary life in- 
surance and some types of retirement income contracts. 

Capital gains treatment was granted to lump-sum distributions from 
qualified annuity plans on account of death or other separation from 
the service of the employee, a tax benefit previously granted only to 
trusteed plans. 

The new Code made certain that no taxable gain or loss will be recog- 
nized upon the exchange of certain forms of life policies or annuity 
contracts. 

Under certain pension plans, the value of a survivorship annuity paid 
for by an employer is not includible in the estate of the employee for 
estate tax purposes, 

The premium payment test provision of the estate tax law was 
abolished. Life insurance proceeds will not be included in the gross 
estate of the insured only if he retains an incident of ownership in the 
policy. 

The gift tax law was clarified in order to make certain that gifts of 
life insurance to minor children will not be considered gifts of future 
interest so as to deny the annual gift tax exclusion to the donor. 
Special employee status now given to insurance agents for social se- 
curity and pension trust purposes was extended to employer-financed 
plans of accident and health insurance and to lump-sum death benefits 
up to $5,000 paid directly by employers. 





A general discussion of all these changes will be found in the paper read 
before the Section of Insurance Law of the American Bar Association in 
August, 1954 by Mr. Irving V. Brunstrom and that read by Mr. Stuart McCarthy 
in October, 1954 before the Legal Section of the American Life Convention. 
Beyond reference to these papers, it does not seem necessary for me to go, 
except to say that the next step, that of regulations to implement the new 
Code, will have important effects on the administration of the new law. 
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Federal Income Tazation of Life Insurance Companies 


When the revision of the Internal Revenue Code was under consideration, 
the Ways and Mean Committee recommended extension of the current stop-gap 
law for another year, that is, the business year of 1954, and appointed a sub- 
committee headed by Congressman Curtis of Missouri to make a study of a 
permanent plan. Adoption of the Code Revision resulted in extension of the 
stop-gap formula. 

The Curtis Subcommittee began studies, it conferred with representatives 
of the insurance companies, it sought material from the Treasury Department 
and also the staff of the Joint Committee on Internal Revenue Taxation. Finally, 
in November, there appeared a staff report covering the broad field of facts and 
issues on the taxation of life insurance companies which formed the basis for 
three days of open hearings in December, 1954 at which representatives of the 
three life insurance company trade associations and of a half dozen life insur- 
ance companies appeared. 

The primary objectives of the companies were the continuance of the stop- 
gap formula at not more than the 644% rate, the elimination of discriminatory 
tax treatment in the case of pension plans insured with life insurance companies 
as against self-insured trusteed plans and elimination of double taxation in 
the case of settlement options and other funds held at interest. 

On the basis of these hearings, the Subcommittee did not make a specific 
report to the Ways and Mean Committee. Instead, it transmitted as its report, 
the facts and issues with the full text of the hearings, thus leaving the matter 
up to the Ways and Means Committee to resolve. It is anticipated that a bill 
will be drawn by the Committee, or some of the members thereof, and introduced 
in the House. What the legislative course of such a bill will be will depend 
much upon its particular provisions, 

It should be observed that, if Congress does not pass legislation this year, 
the 1942 tax formula will again come into effect with respect to 1955 business. 
The effect of such an event can be developed from the figures given below 
which are taken from those given in my Annual Report to the membership of 
the American Life Convention in October, 1954. In the table below, comparison 
is made of the taxes which would have been payable on the 1942 formula and 
on the 644% stop-gap formula for the years indicated. 


Year 1942 Law 6E1%L% Stop-gap 


1950 $ 27,000,000* $ 86,000,000** 
1951 65,000,000* 125,000,000 
1952 95,000,000* 141,000,000 
1953 151,000,000* 157,000,000 
1954 200,000,000* 170,000,069* 


In the same report, there are a number of tables showing trends in the 
Secretary’s Ratio under the 1942 Law, as well as the 1950 stop-gap, rates of 
interest earned, rates required to maintain reserves and other data which may 
be found useful to those interested in details of this particular subject. 


In discussion of this subject, the tax treatment accorded holders of life 


* Estimated. 
** Assumes 514% rate to correspond to the then 38% corporate tax rate. 
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insurance stocks during the legislative progress of the Code revision is of inter- 
est. In the first draft, the proposed flat exemption and percentage dividend 
credit written into the Code were denied to holders of insurance stocks and the 
85% dividend credit previously allowed corporate holders was eliminated. Repre- 
sentations were made by the insurance business, the 85% dividend credit was re- 
stored when the Code was enacted, but individual holders are denied the $50 
dividend exclusion and the 4% dividend credit allowed holders of other stocks. 

In terms of tax dollars, this is not a very important matter. In terms of 
tax philosophy, however, it is important. It is little short of a declaration by 
Congress that the earaings of stock life insurance companies are not taxed, and, 
hence, there is no double taxation to be eliminated. To those interested in the 
life insurance company tax problem, this is not a logical conclusion and it is 
hoped that this discrimination will in due course be eliminated. 


Social Security and Federal Programs 

With a pattern based on a statement of policy adopted by the American 
Life Convention and the Life Insurance Association of America, the business 
was in a position to consolidate its efforts during 1954 in the field of social 
security legislation. The Social Security Amendments of 1954 was a piece of 
legislation introducing no new principles. It was thought that all the study of 
the previous year might have produced something new in the way of con- 
structive developments, but the new law merely extended benefits in several 
respects. Essentially, the law added about 10 million persons to coverage, 
raised the wage base from $3600 to $4200, provided for extension of the dis- 
ability waiver provision, added a so-called drop-out provision and increased 
benefits to retired persons, but without increase in the lump-sum death benefit. 

Since the revision of the Social Security Act to its present general form 
in 1939, all the amendments have been in the same general direction. Con- 
tribution rates have increased, benefits raised, wage bases broadened and new 
groups have been brought under it. Generally speaking, however, these changes 
have not been too far out of line with changing price levels. It should be ob- 
served, however, that under the present pattern coordination with a declining 
price level would not be so easy, and, therefore, the country is faced with a one- 
way street in this regard. 

Significant, however, is the current public interest in health problems. The 
elements of health insurance are present in the so-called disability waiver bene- 
fit. With the establishment of administrative machinery to implement this pro- 
vision, it offers to proponents of broad health insurance programs within the 
Social Security framework a definite start in the form of an administrative 
organization. The opponents shoul? watch developments in that area closely. 

The greatest threats in Social Seenrity legislation in recent years has been 
a national plan of health insurance. The current administration has expressed 
itself against this and has stated its objective of assisting voluntary insurance 
to oceupy the field. To this end it has advocated the so-called reinsurance bill, 
which although it did not pass in 1954 continues as an objective of the ad- 
ministration in 1955. Meanwhile voluntary coverage continues its phenomenal 
growth. The interest of life insurance in these developments is great. 


Insurancc of Federal Employees 


One of the accomplishments of the present administration in the interest 
of Federal employees was the enactment ‘of enabling legislation and the pro- 
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curement of a policy of group life insurance covering all civilian employees of 
the Federal government. The benefits approximate one year’s salary, but not in 
excess of $20,000, and the employee contributes 25 cents per $1,000 bi-weekly 
and the government makes up the difference in costs. The policy is in con- 
ventional form and conversion privileges are available. 

The total amount of insurance is about $7,000,000,000 and the total prem- 
ium something over $70,000,000. The insurance is written under a single policy 
in a large mutual company, but the coverage is reinsured in over 150 companies 
that have accepted a general offer of participation. The plan is administered 
through the ‘‘ Office of Federal Group Life Insurance in New York.’’ 

Not only life insurance is involved in this program, Studies were made in 
1954 of the possibility of covering all Federal employees for hospital, surgical 
and major medical coverage. It was recognized that the problem would be a 
very complicated one, and, hence, was not permitted to hole up the group life 
insurance program. Developments point to the use of both service contract 
organizations and insurance companies, utilizing both local and national plans, 
and legislation looking toward this end is in course of preparation. The year 
1955 should see its completion. 


Source Materials 

Much of the material used in this review was derived from the official 
publications of the organizations actively engaged in representation and service 
to the life insurance companies. Much of the text represents condensation of 
material therein. Acknowledgement is made of the assistance of Martin G. 
Luken, Attorney, American Life Conveation. For those who wish to pursue the 
subjects discussed in this review in greater detail, I would suggest reference 
to the following publications. 


Proceedings of the American Life Convention: 
Claris Adams; Annual Report for 1954 
Ralph H. Kastner; Review of Legislation and Litigation—1954 
Alfred N. Guertin; Report of the Actuary (1954) 
Committee Reports; Annual Meeting 1954 
Stuart A. McCarthy; 1954 Federal Tax Developments Applicable to 


Life Company Operations (Legal Section) 


Proceedings of the Life Insurance Association of America: 


Bruce E. Shepherd; Report of the Manager, 1954 

Eugene M. Thoré; Five Years in Washington 

James J. O’Leary; The 1954 Record of Life Insurance Investments 
Henry R. Glenn; Legislation and Litigation in 1954 and 1955 


American Bar Association—Section of Insurance Law: 
Irving V. Brunstrom; The Life Insurance, Endowment and Annuity 
Features of the 1954 Code 
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Review of Property Insurance 


CuesTer M. KELLOGG 
Vice President, Alfred M. Best, Co., Ine. 


The year 1953 was a boom year following a series of boom years. During 
this period business operated to a considerable degree on an artificial inflation- 
ary economy bolstered by huge expenditures of money, materials, and man- 
power for armaments. By the end of 1953 there were signs of a leveling off 
and even a slackening off in certain important segments of the economy giving 
warning that 1954 might be the long awaited year of readjustment. In the 
early months of 1954 business activity slackened, unemployment increased, and 
finally there was considerable liquidation of inventory. For awhile the pessi- 
mists seemed to be right. However, business finally started on a gradual rise 
which made December the best month of 1954, and prospects are that the 
e«momy will enjoy a period of rising activity well into 1955 and probably 
beyond. 


A Very Good Year 


However, as the period of downwerd readjustment was relatively mild, the 
anticipated recovery will probably be mild. The outlook is for a very good year 
rather than a boom year. With the economy again expanding, 1955 may well 
rank as second best in history for most of the nation, better than 1954 but 
probably not quite up to 1953, the hest on record. The remarkable stability of 
the past two years and the degree of improvement to date has fostered a grow- 
ing feeling of confidence in the future that is impressive. 

The year 1954 started most auspiciously for fire and casualty carriers with 
all lines on a profitable basis, a rare coincidence among some twenty-five 
separate classifications. It began to look as if 1954 might rival fabulous 1949, 
the only year in which the combined loss and expense ratio (before Federal 
taxes) for all stock fire and casualty carriers dropped below 90 per cent. It 
seemed just too good to be true. It was. Within a period of forty-five days, 
three hurricanes (Carol, Edna, and Hazel) literally blew away a very big chunk 
of the profits. This put carriers with a concentration of risks in the affected 
areas in the red for the year unless they were well protected by reinsurance 
or had a sizable volume of other profitabie lines. 

Many predominately fire carriers will just about break even for the year. 
Except for the hurricane losses and hail losses on growing crops, underwriting 
experience for the year was generally excellent. In fact, improvement in auto- 
mobile and casualty lines was sufficient to approximately offset the sharp rise 
in extended coverage losses to leave the over-all loss ratio (incurred to earned) 
around 57 per cent, about where it was in 1953. Expenses rose between half a 
point and a point to bring the expense ratio (incurred to written) to about 
36.5 per cent for all stock carriers for 1954. 


The Investment Function 
Although the primary function of an insurance company is the underwrit- 


(66) 
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ing of insurance, there is a very important secondary function—investing the 
reserves and surplus funds. At the beginning of the year the stock fire and 
casualty companies owned $3,300,000,000 in common stocks. Except for hold- 
ings in subsidiaries, the stocks are principally blue chip issues and are carried 
at market values. Because of the phenomenal rise in market prices of such 
issues, fire and casualty companies must have enjoyed an unrealized apprecia- 
tion in their stock portfolios of somewhere around $1 billion for the year. 

During the whole inflationary period, portfolio appreciation has been an 
important factor in building surplus funds. However, except for a relatively 
few companies, growth in surplus did not keep pace with mounting liabilities 
and rapidly expanding premium volume. With the growth in volume slowing 
down in 1954 and the increase in liabilities relatively small, many financial 
statements at the year end will show a handsome increase in surplus funds to 
place the industry in the strongest relative financial position in several years. 
In our dynamic expanding economy with its growing population and steadily 
rising standard of living, it is essential that the insurance industry be ade- 
quately financed to keep pace with the increasing needs of the public in the 
years ahead. According to even the most conservative long range forecasts, 
these needs will be substantial. 


Importance of Investment Earnings 
Internal generation of surplus funds is the most satisfactory method of 
financing growth in insurance companies. By plowing back into the business 
ali underwriting earnings, a portion of investment income and all investment 
appreciation the industry have been able to finance the major portion of its 
growth. In fact, over the past fifteen years the investment operations of the 
companies have made a more substantial contribution to earnings than did 


underwriting. 

With increasing competition in the insurance field, underwriting profit 
margins are likely to be squeezed, so that companies will look even more to 
their investment departments for increased earnings. A semiwar economy and 
a huge public debt are basic factors pointing toward long term inflationary 
tendencies and low interest rates. Therefore, those companies which have 
sufficient margins to cover their insurance exposure and liabilities with liquid 
assets and stil) have additional funds free to invest at greater yields and 
opportunities for appreciation are in a favored position. In fact, most of the 
strong companies today were also the strong companies in prior years, and 
many of the weaker companies have faced the same dilemma for years. 


Insurance Stocks Reflect Trends 

Fire and casualty insurance company stocks have reflected both the rise 
and fall of underwriting earnings and the sustained rise in the general stock 
market. Insurance shares lagged behind the general market coming out of the 
depression period of the Thirties. It was not until the early Forties that they 
forged into the lead. Insurance shares lagged in the middle Forties when infla- 
tion was pushing underwriting losses higher, but they recovered sharply in 1948 
and 1949 when earnings reached a peak. 

The general market took the lead again in 1950 when hurricane losses were 
high, and it held the lead because of unsatisfactory experience on casualty 
lines until the last quarter of 1953. Insurance shares then forged into the lead 
because of excellent underwriting earnings and increased dividends, only to 
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sell off as a result of hurricane losses in the fall of 1954. Although they re- 
covered nicely and closed the year strong at an all-time high, they still did not 
quite catch up with the booming general stock market. Despite the sharp re- 
covery in insurance share prices, they remain undervalued in relation to net 
worth, many selling below estimated liquidating value and some even below 
book value. 

Investment Income Higher 


Income from investments has been rising steadily for a number of years, 
primarily because of the sharp growth in assets. In the past seven years both 
assets and net inyestment income have about doubled. Market appreciation in 
common stock portfolios was substantial in 1954, averaging about 40 per cent. 
With premium volume leveling off, surplus at record high levels, and investment 
‘income rising, many companies have increased their dividends. Following are 
comparisons of Best’s Insurance Stock Index with the index of 90 stocks com- 
piled by Standard & Poor. 


30 Fire 90 30 Fire 90 
& Cas. Stocks ’ & Cas. Stocks 


December 31, 1949 151.5 133.1 June 30, 1954 243.3 232.0 
December 31, 1950 162.5 162.1 July 31, 1954 260.0 245.2 
December 31, 1951 165.9 188.8 August 31, 1954 257.2 236.9 
June 36, 1952 184.3 198.2 September 30,1954 258.1 256.6 
December 31, 1952 204.2 211.0 October 31, 1954 240.2 251.6 
June 30, 1953 182.1 191.7 November 30, 1954 264.2 271.9 
December 31, 1953 208.5 197.0 December 31, 1954 284.0 285.7 


Industry-Wide Figures 

All classes of fire and casualty carriers wrote about $10 billion in premiums 
in 1954, of which nearly three quarters was in the stock field. Surplus funds 
in the industry amounted to between $7 billion and $8 billion with assets nearly 
$20 billion. The fire and casualty business, although made up of many individual 
_ units, is big business and thus faces some of the marketing problems faced by 
all big business. One of the chief problems facing all business is the increasing 
competition for the consumers’ dollar. 

Prior to 1954, the industry had been so preoccupied with underwriting 
problems, capacity problems, and the day-to-day decisions necessary to survive 
in an inflationary economy, that too little thought and attention may have been 
focused on where the industry was and where it was going. With volume reach- 
ing new highs each year pushed higher and higher by inflated values, more 
stringent auto financial responsibility laws, and higher rates on many important 
lines, it was often a question of how much business to write in a given year, 
rather than a scramble to retain one’s fair share of the market. In fact, until 
rates were increased sufficiently on several important lines, it was sometimes a 
question of how much unprofitable business a company should accept. In a tight 
market little thought was given to the inroads being made by competing car- 
riers; in fact, their willingness to underwrite additional risks was often wel- 
comed as an aid in absorbing business that was not too welcome when losses 
were high. 


Rating Inflexibility 
Uniform rating laws and standard policies resulted in rigid rating systems 
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which did not fit all risks. The large degree of inflexibility among the ‘‘board’’ 
or ‘‘bureau’’ companies not only permitted rapid growth of so-called ‘‘inde- 
pendent’’ companies but increased the volume of business going to non-admitted 
and unregulated markets through surplus line brokers. There was also a con- 
siderable growth in self insurance with direct excess coverage above modest net 
retentions. Rate inflexibility also contributed to the disproportionate growth in 
assigned risk plans. A prime example of this is New Hampshire which had a 
single automobile classification for private passenger automobiles resulting. in 
60 per cent of the assigned risks being made on account of drivers under age 25. 

Many devices have been used to escape the rigid uniformity, and more are 
being fashioned. Schedule rating, experience rating, and retrospective rating 
are examples. More refined rating classifications such as the seven class sys- 
tem now used on automobile liability risks is another example. Further re- 
finements are in process of being worked out, such as credits for driver educa- 
tion and eliminating the sur-charge on female drivers under age 25. Merit 
rating is also being studied as well as several different premium payment plans. 


Policy Changes 

In addition a further revision will be made in the standard provisions of 
the basic bodily injury policy which will broaden the coverage. When medical 
payments were first added to the liability contract, it was considered a distinct. 
departure and quite a milestone. This coverage has been considerably broadened, 
and now one of the leading companies has carried this accident insurance ap- 
proach a step further by adding total disability and death benefit provisions 
by endorsement. While the combination of liability and accident coverages in 
a single contract may seem strange, this approach holds considerable promise 
for the future. 

In the insurance field the stage is now set for particularly keen competi- 
tion. Rates are generally adequate, so the climate is right; surplus has ad- 
vanced substantially, which supplies the sinews; premium volume has begun to 
level off, which supplies the incentive; and different marketing plans have been 
introduced by some carriers to tap the new mass market, which supplies the 
spark. The rising standard of living has made millions of additional people 
good prospects for insurance to protect their increased possessions, their homes, 
and their automobiles. In this day of financial responsibility laws and install- 
ment buying with a little down and years to pay, the market is greatly ex- 
panded; and to many in this new large market, the purchase of insurance is 
often a mutter of compulsion. To this large segment of the market, insurance is 
not sold, it is bought. 


Cost Conscious Market 

Based on the increase in insured cars following the passage of automobile 
financial responsibility legislation, possibly as much as two-thirds of the auto- 
mobile liability and property damage business (about $1.5 billion) is bought 
because of such laws. Considering the number of automobiles purchased on an 
installment basis, something like $1 billion of auto physical damage business is 
bought to protect the interests of finance companies or other lending institu- 
tions. A very substantial amount of fire and extended coverage is bought to 
protect mortgage holders. This part of the market is therefore very cost con- 
scious. It will go for a lower, price on a standard article and not worry too 
much about agency service. In fact, a nationwide survey by the Kemper Group 
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disclosed that 69 per cent of policyholders in nonagency companies bought be- 
cause of price. Among those placing business through an agency, 70 per cent 
did so through personal friendship or on the recommendation of a friend, while 
only 7 per cent were the result of solicitation. : 

Insurance is not alone in this problem. Witness the tremendous growth in 
discount houses selling standard merchandise on a cash basis without returns or 
service. Volume at low overhead and low markup has been their stock in trade. 
Established outlets have tried to hold the price line through fair trade laws, 
but to little avail. General Electric recently discontinued its ‘‘suggested retail 
price’’ on a number of major appliances. There is increasing evidence that de- 
partment stores are getting ready for a major competitive battle and are al- 
ready selling many items below fair trade levels. Competition has been stepped 
up nationwide and worldwide. Manufacturing and distribution costs have been 
reduced in many lines to give the consumer greater value for his dollar. We 
have seen the textile industry suffer and experience a series of mergers; we 
have witnessed the competition between General Motors and Ford precipitate 
a crisis in the automobile field; we have seen chain stores displace many inde- 
pendent merchants and watched the growth of the supermarket. 

The insurance business may not be faced wita quite such drastic problems, 
but neither is it entirely immune. Competition is good for the business; and at 
the rate it is going, there seems little danger that the industry will become sub- 
ject to Federal regulation under Public Law 15. Competition has already 
brought changes in marketing procedure and will bring more changes, possibly 
more drastic than any we have yet seen. 


Challenge to Agency Companies 


Currently the ehallenge to agency companies is most pressing in the mass 
automobile market. The term agency companies applies to those carriers, 
(whether stock or mutual, bureau or nonbureau) which operate through inde- 
pendent agents and pay generally the going rate of commission. Agency com- 
panies have always been in competition with each other and the competition is 
very keen, particularly between the stock and mutual and between the bureau 
and nonbureau carriers. For a number of years agency companies have also 
been in competition with direct writers, the four largest in this class now writ- 
ing a total of more than half a billion dollars of premiums a year. Although 
they write many lines of business, the most important by far is workmen’s 
compensation, and they write many large risks. However, their over-all rate 
of growth in the last five years has been only a shade better than that of the 
fire and casualty industry as a whole. 

Agency companies are also in competition to a degree with a group of 
companies controlled by credit interests. As their business stems from insur- 
ance on installment plan purchases, it represents largely new accounts, a sub- 
stantial number of which were not previously insured through regular channels. 
Nevertheless, finance companies now own or control about 40 insurance com- 
panies in the auto physical damage field which develop a volume of better than 
$400 million. Their rate of growth in recent years has been more than twice 
the rate of growth of the industry. 

The competition that has the agents and agency companies most concerned, 
however, stems from a group of carriers operating through exclusive agents on 
a lower commission scale. This group has been able to build a surprising volume 
of good auto business in a relative short time. The four leading carriers in this 
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class are one stock company, two mutuals, and a reciprocal exchange. They 
have increased their volume to nearly three quarters of a billion dollars, a rate 
of growth more than three times the average for the industry. This has been 
done largely through actively soliciting the mass market on a price basis. 


Importance of Agency Service 

The conventional old line carriers operating through the American Agency 
System have built up an imposing volume of good business and have no inten- 
tion of scrapping a method of operation which has proven itself over a period 
of time. Agency service controls the bulk of commercial accounts and a vast 
number of sizeable individual accounts. The problem is how to service the new 
mass market economically without disrupting the established successful hand- 
ling of the huge backlog of business now being underwritten. Some companies 
or groups are experimenting in the handling of these problems through sub- 
sidiary or affiliated carriers. Through these, they may use such devices as six 
months policies, direct billing of renewals, lower commission rates, and all of 
the tools employed by the carriers that have been so successful in gaining such 
a substantial foothold in the mass automobile market. 

To maintain their relative share of the market, company and producer 
organizations must develop a program to effect savings in operating costs in 
both company and agency offices. Some realignment of the work load between 
the two parties might well bring less duplication, greater simplicity, and lower 
costs. Savings in cost must be passed on to the insurance buying public to nar- 
row the spread in cost between the specialty companies and direct writing car- 
riers and the agency companies. The public is perfectly willing to pay a 


reasonable fee for agency service; but over-all costs must be reduced, and 
operating procedures revised and simplified. The longer the decision is post- 
poned the more difficult it becomes, as the specialty carriers are attracting not 
only a large volume of business but are selecting it well. This will tend to 
widen still further the differences in cost; between the two competing market- 


ing systems. 


Increasing Competition in Other Lines 

The problems facing the fire and casualty business are not confined to 
the automobile insurance field. Increasing competition, or the will to compete, 
has manifested itself in many ways, even to challenging insurance regulation. 
Insurance regulation and rate making are still in a transitional stage, stemming 
from the South Eastern Underwriters Association case and the enactment of 
state legislation in accordance with Public Law 15. The question of partial 
subscribership to a rating organization and the use of its data to file inde- 
pendent rates is still undecided in the New York Fire Insurance Rating 
Organization case against the Insurance Company of North America. The final 
outcome may determine the entire future conduct of rate making organizations. 

The development of package policies, some half dozen in the dwelling field 
alone, is at once an evidence of increasing competition and a challenge to regu- 
latory procedure. Should they be handled under a separate rating category or 
as a joint cooperative filing by fire, casualty, and inland marine bureaus, or 
only under one of them? All three procedures are used, but the resulting con- 
fusion hardly equals the confusion among producers and prospective policy- 
holders. Competition is most desirable, but carried to extremes is not in the 
best interests of either the public or the industry. 
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Federal Trade Commission Charges 

The accident and health branch of the business came into unfavorable lime- 
light, as a result of an investigation by the Federal Trade Commission which 
filed complaints against twenty-three carriers (at this writing) charging false 
and misleading advertising. This is another manifestation of competition for 
business and the transitional stage of regulation the industry is passing 
through. State insurance departments have improved both regulation and the 
review of policy provisions, while a majority of states have passed uniform 
policy provisions laws. The industry itself is also considering ways and means 
of further self regulation. The Joint Committee on Health Insurance stressed 
that the complaints are not a definite finding or ruling that the advertising in 
question actually violates the provisions of the Federal Trade Commission Act. 
It noted that they are based on advertising issued before the advertising codes 
were developed by the business and that the companies are now making every 
effort to conform with these voluntary codes. 

Because of state regulation there is a serious question of Federal Trade 
Commission jurisdiction. However, the danger in fighting the FTC on jurisdic- 
tional grounds lies in the possibility that it might counter an adverse ruling by 
going to Congress for additional powers and thus become the entering wedge to 
Federal regulation of insurance, superimposed upon state regulation. Mean- 
while, efforts will be made to pass unfair trade practices legislation, unauthor- 
ized service of process measures, and the standard accident and health provi- 
sions bill in those states without such laws. 

At the state level, 1954 was an ‘‘off’’ legislative year, with only fourteen 
state legislatures holding regular sessions. This year all states but Kentucky, 
Mississippi, and Virginia will hold regular sessions, and a number of interim 
studies on insurance matters have already been conducted. The insurance in 
dustry will face an active year with battles raging over compulsory auto in- 
surance, impoundment of uninsured vehicles involved in accidents, unsatisfied 
judgment funds, ete. holding the spotlight. It is anticipated that renewed 
efforts will be made by President Eisenhower to reintroduce a health rein- 
surance scheme in the 1955 session of Congress. 


Premium Volume Up 3 Per Cent 

Over-all premium volume rose only about 3 per cent in 1954, the smallest 
gain in over ten years, to add slightly more than $200 million to the $7 billion 
annual premiums reported by the stock fire and casualty carriers for 1953. Of 
this total nearly $3 billion, roughly 40 per cent, represents automobile insur- 
ance, an amount exceeding the total business of all stock carriers for any single 
year prior to 1946. Nearly $1 billion additional automobile business is written 
by mutual and reciprocal carriers, This nearly $4 billion in premiums on auto- 
mobile insurance by all classes of carriers compares with about $600 million 
some ten years ago. This is a gauge of the increasing importance of automobile 
insurance to the industry. 

With production of motor vehicles about 5.4 million in 1954 and predictions 
for even higher production in 1955, the line will lose none of its importance. 
Long range forecasts of population growth, constantly rising totals of auto- 
mobiles, and extensive road building programs point to a still further increase 
in the importance of automobile insurance in the years ahead. Increasing 
competition may be expected to bring lower rates, broader coverages, and still 
further refinements in rating classification plans. 
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Automobile Insurance Experience 


Automobile liability premiums advanced by 3 per cent or 4 per cent in 
1954, a decided slackening in rate of growth over preceding years. Additional 
automobiles, tightened financial responsibility laws, and rate increases that 
averaged 59 per cent on a country-wide basis from prewar 1939 to the close of 
1953 were the chief factors responsible for the rapid growth recorded prior to 
1954. The favorable loss trend that became evident in both bodily injury and 
property damage insurance in 1952 brought both classes into the black in 1953. 
It continued into 1954 with an improvement of nearly three points in loss ratio 
on bodily injury and possibly as much as five points on property damage. 

Automobile collision experience has been consistently good for several years 
and showed further improvement in 1954 with an estimated drop of nearly four 
points in loss ratio. However, premium volume showed no gain or a slight de- 
cline as rate reductions offset the premiums gained on additional cars insured. 
Outlook for 1955 is very favorable for all three automobile classifications: 
bodily injury, property damage, and collision. 

Assigned Risk Experience 

In contrast, the poor experience suffered on automobile assigned risks is 
graphically illustrated by a compilation prepared by the National Bureau of 
Casualty Underwriters which shows an incurred loss ratio to earned premiums 
for the 48 states and Hawaii of 92.8 per cent for bodily injury and 77.1 per 
cent for property damage on policy years through 1952. The loss ratios, in- 
cluding only allocated claim adjustment expense, exceeded 100 per cent in 
Connecticut, Hawaii, Kentucky, Massachusetts, Nevada, South Dakota, Texas, 
and Wisconsin on bodily injury and South Dakota and Texas on property 
damage. Earned bodily injury premiums exceeded $50 million, and property 
damage topped $25 million in assigned risk plans. 

At long last there are encouraging signs of progress in reduced accident 
frequency and reduced deaths attributable to automobiles. In 1954, motor 
vehicle miles traveled increased 3 per cent, while motor vehicle deaths decreased 
6 per cent. However, much remains to be done along accident prevention lines. 
Any complacency over the year’s showing was shattered by the shocking toll 
over the Christmas and New Year weekends, when 392 and 296 automobile 
deaths were recorded. 

Although there has been some welcome decline in accident frequency, claim 
settlement costs are still rising on bodily injury cases due to the increase in 
hospital costs and the rise in the size of verdicts. Since prewar, charges for 
hospital care have risen about two hundred per cent, and the average verdict 
for the plaintiff in jury trials in many jurisdictions is up some one hundred 
and fifty per cent. The rise in the average cost of property damage and col- 
lision claims since prewar reflects the effects of inflation and changes in auto- 
mobile design which materially increased costs of repairs. New automobile 
prices increased about one hundred and sixty per cent, while costs of repairs 
advanced about one hundred and fifty per cent. There has been a leveling off 
in these costs which with the improvement in accident frequency has resulted 
in marked improvement in underwriting experience. 


Straight Fire Insurance 


Straight fire insurance, which has decreased in relative importance to less 
than one-fifth of the total fire and casualty business underwritten by stock car- 
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riers, has hovered around $1.3 billion for the last four years. Net premiums 
written began to level off in the latter part of 1951, as additional states per- 
mitted writing term business on the installment basis or on an annual renewal 
basis. Moderate gains would otherwise have been recorded. For 1955 residence 
building activity and increased values may offset or slightly exceed the effect 
of continued rate reductions. 

Underwriting experience on straight fire business has been unusually good 
for several years despite the yearly rise in estimated fire losses and many rate 
reductions, Experience in 1954 was slightly better than for 1953, when the com- 
bined loss and expense ratio was 92.4 per cent, due to lower than expected fire 
losses in the second half of the year. The outlook is for somewhat lower profit 
margins in 1955. 


Extended Coverage Experience 

Extended coverage premiums advanced by at least 5 per cent to approach 
$390 million in the stock field and nearly $70 million in the mutual field. It is 
very difficult at this early date to ascertain what the final loss figures for the 
three hurricanes will prove to be. The occurrence of these major storms within 
a month and a half placed an unusually heavy burden upon adjuster manpower 
with the result that all losses have not yet been settled. Experience will vary 
markedly among carriers depending upon reinsurance arrangements and the 
extent of participation in the affected territories. Total insured property dam- 
uge claims, excluding automobile and marine losses, are now expected to ap- 
proach $140 million in the New England area as a result of the first two hur- 
ricanes (Carol on August 31, and Edna on September 11) with the stock car- 
riers absorbing nearly $100 million and the mutuals about $49 million. 

Hurrican Hazel, which swept over ten states from South Carolina on into 
Canada on October 15, may have caused as much damage as the first two com- 
bined. The three storms together will result in insurance payments of around 
$275 million, the largest on record, including over $100 million from reinsurance 
placed with underwriters at Lloyd’s. Estimates of the insured net loss to stock 
carriers are around $150 million, which on some $7 billion total earned premiums 
on all lines would boost the over-all loss ratio by about two points. 

If we assume an average ‘‘normal’’ loss ratio of about forty points, add 
another forty points due to the storm, ten points for loss adjustment expenses, 
and forty five points for all other expenses, the combined loss and expense 
ratio for the line would approximate 135 per cent for 1954, The insurance 
companies have been having a particularly rugged time with this line in recent 
years, with 1952 the only year in the last five in which the stock carriers were 
not in the red. Outlook for 1955 is for a further increase in premiums because 
of the storms, particularly in the territory through which hurricane Hazel 
passed, as many thought that section relatively immune to such disturbances. 


Rate and Policy Charge 

Rates on extended coverage insurance have been increased, in some terri- 
tories to a point equal to the fire rate. Recent experience indicates that even 
these are not high enough. Because of the adverse exprience insurance com- 
panies will have to pay materially higher rates for reinsurance, The New 
England Fire Insurance Rating Association, effective December 31, 1954, filed 
extended coverage rate increases of about 150 per cent in Maine, Massachusetts, 
and Rhode Island and 50 per cent in Connecticut, These increases apply to 
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dwellings while lesser raises were made for mercantile and non-manufacturing 
risks, 

Fortunately for the insurance companies very little business had yet been 
written on the various new broad all risk dwelling forms and package policies 
which included damage to trees, shrubs, etc. The Inter-Regional Insurance Con- 
ference has recommended nationwide deletion of windstorm, weight of ice, and 
hail coverage to trees, shrubs and lawns under the broad ‘‘ All Physical Loss’’ 
and ‘‘ Named Peril’’ dwelling policies. Similar exclusions are being weighed by 
the Multiple Peril Insurance Rating Organization for its broad coverage home 
owner’s policies. 

Damage to shore front property has often presented loss adjusting prob- 
lems due to the uninsured hazard of wave-wash, wind driven high water, and 
spray. The Rating Methods Research Committee is studying the possibility of 
making such coverage available at a substantial rate level. How to avoid serious 
adverse selection against the insurance companies is one of the problems that 
would have to be solved. 


Marine Experience 

Inland marine premiums written by stock carriers advanced about 4 per 
cent in 1954 to reach nearly $300 million, climaxing a steady yearly rise from 
$28 million written in 1933. This growth reflects the trends toward broad 
flexible coverages and the high level of commercial transportation. Urderwrit- 
ing experience in 1954 was rather spotty. However, in the aggregate it was 
nearly as satisfactory as for 1953, when the combined loss and expense ratio 
declined to 90.8 per cent. Outlook for 1955 is for continued moderate growth, 
as the trend toward packagin> of coverages opens new sales possibilities. Ex- 
perience should remain favorable. 

Ocean Marine premiums declined slightly in 1954 to drop below $150 
million for the stock companies, lowest since 1950. However, underwriting ex- 
perience improved because of fewer major losses to drop the combined loss 
and expense ratio down into the eighties or possibly below. Because of the 
favorable underwriting, experience rates have been reduced to a level which 
leaves little reserve margin for the inevitable total loss. Ocean marine insurance 
remains highly competitive and still faces the problems created by dollar 
shortages abroad and exchange restrictions in many countries. 


Workmen’s Compensation 

Workmen’s compensation premiums of the stock companies, after advanc- 
ing by better than 12 per cent in each oi the years 1951, 1952, and 1953, leveled 
off in 1954 (with the slight declinc iz employment and the cut in overtime) at 
about $640 million, a shade under the all-time high of 1953. This compares 
with less than $90 million written in the depression year 1933. The line was in 
the red in 1951 and barely in the black in 1952. A number of steps were taken 
in 1952 which laid the foundation for the general improvement in experience 
witnessed in 1953 and continued in 1954. The combined loss and expense ratio 
dropped about four points in each year to bring it down to around 90 per cent 
in 1954, This favorable experience will bring rate reductions. 

Because of a marked decline in industrial injury frequency and severity 
and a substantial rise in wage scales, it is estimated that present rate levels 
are about 36 per cent below the prewar level on the basis of the then prevailing 
benefits. However, benefits payable have been increased some 36 per cent since 

















76 Journal American Association University Teachers of Insurance 


1939 and are still going up. It is anticipated that benefits will be raised in 
1955 by a number of state legislatures, and there is usually some lag in re- 
flecting such changes in the rate structure. Outlook for 1955 is therefore for 
somewhat higher loss ratios. 


General Liability 


Underlying trends have been mixed in general liability insurance, because 
rates on some classifications are based on variable factors, while other classifica- 
tions are rated on a fixed exposure basis. The trend of claims was upward for 
all classes due to higher hospital and medical expenses and jury awards. Reduc- 
tions were made in manufacturers’ and contractors’ liability insurance rates, 
because premiums are based on payrolls which rose faster than claim costs in- 
creased. The same situation prevailed for product liability insurance, because 
sales, on which rates are calculated, advanced faster than the rise in claim 
costs. Examples of fixed exposure bases are premiums for elevator liability in- 
surance, based on each elevator, and premiums for owners’, landlords’, and 
tenants’ liability insurance, calculated on area and frontage. 

Net premiums on general liability lines increased by more than 10 per cent 
in 1954 to reach an estimated $370 million in the stock company field. Over-all 
experience deteriorated in 1948, and the line was in the red for each of the 
following four years. Substantial rate increases for the fixed exposure classes 
were secured in the following years. This boosted premium volume and improved 
underwriting experience to a reasonably satisfactory level in both 1953 and 
1954. Outlook for 1955 is for modest improvement. 


Accident and Health 

Accident and health insurance underwritten by all classes of carriers, in- 
cluding life insurance companies, slowed its rate of growth to about 10 per 
cent in 1954 to reach an estimated $2% billion. The increasing importance of 
life insurance companies in this field is emphasized by the fact that only about 
one-quarter of this business is underwritten by companies in the fire and 
casualty fiel', stock and mutual combined. Of the ten leading writers, eight 
are life companies, and the other two have affiliated life companies. Underwrit- 
ing experience, which has long been. favorable, showed further slight improve- 
ment in 1954 to keep the adjusted underwriting profit, before Federal taxes, at 
better than ten points. The industry is now experimenting with a number of 
new and broader coverages such as major medical expense insurance, noncan- 
cellable forms, insurance on impaired lives, and hospital and medical coverge 
for older people. Outlook for 1955 is for continued healthy growth and satis- 
factory underwriting experience. 


Fidelity and Surety 

Fidelity and surety volume rose over 20 per cent to a new high of better 
than $240 million in the stock company field, the sharp increase being due to 
substantial renewals of three year fidelity bonds. The so-called discovery 
principle was adopted for banks and other financial institutions. This enabled 
such organizations to look to the surety on its current bond for any loss dis- 
covered while the bond is in effect, regardless of when the loss actually oc- 
curred. Fidelity and surety experience has been favorable for many years with 
a moderate narrowing of profit margins in the last two years. 

Fidelity premium volume will fall off in 1955, because it is an ‘‘off’’ year 
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in the three year premium cycle. However, surety volume should continue to 
rise moderately. In 1955 there is scheduled to be another record-breaking con- 
struction year with the housing boom sparking demands for sewers, waterworks, 
streets, schools, hospitals, libraries, stores, offices, and public utilities—not to 
mention the plans for new toll roads, super-highways, bridges, and the develop- 
ment of water resources. Contractors’ profits are dwindling under increased 
competition, so bond underwriters will have to be more selective to maintain the 
fine record of recent years, 

While most of the miscellaneous small lines were generally satisfactory in 
1954, preliminary figures for crop hail insurance developed the highest loss 
ratio since 1932. Premiums advanced by $4 million to more than $48 million; 
but losses jumped by $10 million to $35 millior, raising the loss ratio to 72 
per cent which placed the line in the red for the year. 


























Summary 


The fire and casualty industry enjoyed a very satisfactory year. Under- 
writing and investment earnings were sufficient, making surplus funds more in 
line with the increased commitments assumed in our growing economy. It gave 
a good account of itself in 1954 and will continue to do so in increasingly 
competitive 1955 and for years to come. Just as improvement in other lines of 
business offset the staggering hurricane losses in 1954, it may Well be that 
better extended cover experience will offset modest deterioration in other 
classes of business in 1955. The over-all outlook is favorable. The fire and 
casualty business has kept pace with the increasing needs of the public, has 
grown to impressive size, and generally has won the confidence of the whole 
country in its integrity and its capacity for valuable service. 
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| Review of Accident and Sickness Insurance 


E. J. FAULKNER 
President, Woodmen Accident and Life Company 
Lincoln, Nebraska 


The year 1954 was eventful for Accident and Sickness insurance. The 
business was featured prominently in the public press, in legislative halls, and 
in agencies and home offices all over America. The vast public interest in health 
care costs and their reimbursement has nurtured continued experimentation with 
new and different forms of coverage, while business in force has increased at a 
rapid rate. 

The spectacular growth of Accident and Sickness insurance has been a 
phenomenon of the last 20 years. It stemmed from the urbanization and 
industrialization of our population, with concomitant greater reliance on social 
mechanisms for the provision of security. The interest of organized labor in 
collective means of security has been an additional stimulus to the growth of 
this line. 

Various surveys indicate that the 1954 premium volume of Accident and 
Sickness insurers increased over $244 billion, approximately 11 per cent over 
1953. Approximately 55 per cent of the 1954 total was developed from group 
coverage and 45 per cent from individual and family coverage. At least another 
billion dollars in premiums was collected by Blue Cross, Blue Shield, and similar 
organizations, making the total for voluntary forms of health insurance more 
than $3% billion. More than 800 insurance companies and some 85 Blue Cross 
plans provided this coverage. It was estimated that by the end of 1954, over 
103,000,000 persons held some form of voluntary protection against hospival ex- 
pense, 88,000,000 against surgical expense, and over 47,000,000 against medical 
expense. Sixty per cent of the employed civilian population had insurance 
against loss of income from accident or sickness. The volume of Accident and 
Sickness business done in the United States has nearly doubled in the last five 
years, and it has multiplied 14 times in the last 20 years. 

For more than two years there has been an evident interest in Accident 
and Sickness insurance by the federal government. Because of the increasing 
size and importance of the business, such interest was to be expected. During 
1953 the House Interstate and Foreign Commerce Committee conducted extensive 
hearings on the state of the nation’s health. The Committee paricularly inquired 
into the facilities available for financing heaith care costs. Coincidentally, a 
subcommittee of the Senate Committee on the Judiciary carried on an investiga- 
tion of the advertising practices of mail order companies. Meanwhile, the 
Federal Trade Commission with the cooperation of the industry was gathering 
a vast amount of data on the advertising methods and copy of all insurers. 
Early in 1954, President Eisenhower, in his message on the state of the union, 
foreshadowed an Administration interest in the business by his reference to 
federal concern over matters of health and health care costs. The Administra- 
tion’s program was made explicit in a special message to Congress delivered 
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January 21, 1954, in which the President recommended the enactment of a 
Federal Health Reinsurance bill. In proposing such a measure, the Chief 
Executive made it clear that in his judgment private voluntary insurance 
offered the best means by which most Americans could secure a measure of 
financial security against the costs of disability. He also embraced the notion 
that the federal government should not enter the insurance business to supply 
a service that is within the capability of private industry. He specifically con- 
demned compulsory health insurance or socialized medicine. He urged the 
establishment of a Federal Health Reinsurance plan in the Department of 
Health, Education, and Welfare as a means by which government could en- 
courage and stimulate the more rapid development of voluntary insurance. 
The proponents of this legislation held the hope that if a substantial portion of 
‘‘abnormal’’ losses could be absorbed by a federal fund, insurers would be en- 
couraged to underwrite experimental forms of coverage providing more liberal 
and complete benefits. 


The federal proposal failed to enlist widespree? support in the insurance 
industry. Underwriters were quick to point out that reinsurance is not the 
answer to expanded or liberalized coverage (without subsidy which was not 
contemplated by the legislation) because reinsurance could not reduce the cost 
of insurance; it could not make insurable the uninsurable; it would not assist 
in selling the unwilling buyer; it would not in any way alleviate the problem 
of the indigent; and it would not result in the extension of voluntary insurance 
to any class of risks or geographical area not now within the reach of the in- 
surance business. On the other hand, the legislation suffered from serious de- 
fects. These included further extension of federal control over insurance and 
direct competition by government with private reinsurers who are already sup- 
plying the market demand for reinsurance. It would constitute a vast delega- 
tion of discretionary authority over the insurance industry to an executive 
branch of the government. Since there would be little inducement for insurers 
to patronize such a federal fund if established, the proposal seemed destined 
to disappoint its proponents. Its failure would be followed by intensification 
of demand for subsidization of health care costs out of the federal purse, 
possibly leading to compulsory sickness insurance or socialized medicine. The 
measure was reported favorably by the Wolverton Committee; but the House 
recommitted the bill by a substantial majority, in effect killing it for the ses- 
sion, The measure was defeated by a coalition of conservatives, who felt that 
the measure went too far, and of radicals who, favoring a compulsory national 
health plan, felt that it did not go far enough. It has been apparent from 
pronouncements made by the President and the Secretary of Health, Education, 
and Welfare, that the Administration intends to press again for the enactment 
of this or similar legislation during 1955. 


In October, the Federal Trade Commission cited 17 Accident and Health 
insurers, alleging their use of false and misleading advertising. There was 
nationwide publicity concerning the citations. Much of the publicity was of a 
character that left serious misconceptions among the uninformed about the 
exact implications of the allegations. At the end of the year the trial examiners 
on the citations had conducted all hearings except in one or two instances. It is 
anticipated that some of the companies cited will challenge the jurisdiction of 
the FTC, claiming their advertising is adequately regulated by state law; and 
under such circumstances pursuant to the provisions of the McCarran Act, the 
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FTC does not have jurisdiction. If litigation over jurisdiction is carried through 
the courts, it is unlikely that a final decision will be secured for many months. 
Meanwhile, should the jurisdictional question be pressed, there is the possibility 
that Congress will take action to amend the McCarran Act. Shorily before the 
close of the year, six additional insurers were cited by the FTC; and some 
observers expect that a substantial number of other companies will be accused 
ultimately of unsatisfactory advertising practices. Aside from any questions of 
jurisdiction, many underwriters have doubted the necessity and wisdom, in the 
public interest, of the procedures adopted by the FTC. It was argued that the 
advertising complained of has not deceived or misled the insuring public; that 
the business itself prior to the filing of any citation had taken action to estab- 
lish and secure adherence toe high ethical standards in advertising; and that 
from a practical viewpoint state supervisory authority is able to supply wha‘- 
ever policing is or may be required of such advertising. It has been argued 
further that the sensational publicity accorded the FTC announcement of its 
complaints served to confuse many insureds and prospective insureds as to 
their detriment. Private insurance must enjoy and maintain public confidence, 
to perform successfully its important social and economic functions. Therefore, 
any attitude or action which tends to undermine such confidence has a seriously 
disturbing effect on the entire business. 

While Accident and Sickness insurance has been in the limelight at the 
national level, it also received considerable attention in 1954 from state in- 
surance departments and the National Association of Insurance Commissioners. 
The Federal Health Reinsurance proposal and the activity of the Federal Trade 
Commission were both matters of importance to the NAIC, which is naturally 
concerned with the preservation of our system of state regulation of insurance. 
In Louisiana, the insurance commissioner recommended and the legislature 
passed a séries of bills providing: That the policyholder may have a period of 
ten days in which to examine his policy, and if not satisfied, to return it and re- 
ceive a refund of any premium paid; a requirement that a statement of the 
eancelability or renewability of the policy be printed prominently on the first 
page of the contract; and a law covering misrepresentation and false advertis- 
ing of policy contracts. In other states, legislative committees and insurance 
oo Sedat have conducted hearings and studies of claim complaints and de- 
bated questions of renewability of coverage. In an effort to get the facts and 
overcome the widespread misunderstanding that exists at both national and 
state levels of government, an industry committee undertook a comprehensive 
study of claim complaints filed with insurance departments. This study was 
later expanded by the Accident and Health Committee of the NAIC. Interest- 
ingly, the study revealed that complaints about Accident and Sickness insurance 
almost never arise because of ‘‘misleading’’ advertising. Confirmation was 
secured that the number of complaints of all kinds is minimal when related to 
the high frequency of Accident and Sickness claims. At its December meeting, 
the NAIC adopted a report urging enactment of the Uniform Accident and 
Sickness Policy Provision Law, the Fair Trade Practices Act, and the Un- 
authorized Insurers Service of Process Act in states which do not yet have them. 
Certain other provisos of the report were recommended for implementation 
either through legislation or through administrative action by the Commis- 
sioners. The feeling of a large segment of the industry and many commissioners 
is that in most states, additional legislation is not needed and that vigorous ad- 
ministration will suffice to completely justify the adequacy of state regulation. 
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Coincident with the activity in Washington and the state capitols by 
governmental bodies, the business itself has been pressing forward vigorously 
with experimentation and research. In February, shortly after the delivery of 
the President’s message on health, seven trade associations, the American Life 
Convention, the American Mutual Alliance, the Association of Casualty and 
Surety Companies, the Bureau of Accident and Health Underwriters, the 
Health and Accident Underwriters Conference, the Life Insurance Association 
of America, and the Life Insurers Conference, convened and organizd the Joint 
Committee on Health Insurance. Its purpose was to coordinate the thinking of 
the entire business on the problems and opportunities now confronting the 
insurers. The Joint Committee divided its work among four Task Forces, Task 
Force One was charged with the responsibility of proposing a plan for simplify- 
ing the very complex trade association relationships within the industry. They 
also were to plan a public relations instrumentality for Accident and Sickness 
insurance in order to carry on a program of public information and education 
comparable to that provided for life insurance by the Institute of Life In- 
surance. By the end of the year the Task Force had agreed that a new trade 
association should be established to replace the present Bureau of Accident and 
Health Underwriters and the Health and Accident Underwriters Conference. The 
new association would establish and enforce high ethical standards of business 
conduct as a prerecuisite of membership and would carry on educational, legis- 
lative, informational, and research activities for the industry. It is hoped that 
the new organization will promptly be recognized as the spokesman for the in- 
dustry, thus eliminating much of the duplication of effort and confusion that 
now exists because of the interest of so many trade groups in this field. 

Task Force Two was established to deal with problems of regulation and 
self-regulation. It has worked closely with the NAIC conducted a nationwide 
survey of complaints, and counseled with governmental authority at both na- 
tional and state levels in the presentation of the industry’s position on regula- 
tory proposals. 

Task Force Three was given the broad assignment of developing new and 
better ways of expanding the coverage of Accident and Sickness insurance from 
both a qualitative and quantitative standpoint. Under the direction of this 
Task Force, subcommittees are at work investigating such matters as renewal of 
policies, improvement in comprehensiveness of coverage and policy language, 
substandard risks, sales methods, claim costs control, over age risk, and care 
of the indigent. The long-range implications for the public good of the studies 
being carried on by this Task Force are tremendous, Results of its work grad- 
ually will be manifested over a long period of time. Already there is evidence 
of accelerated experimentation and development because of the studies now 
underway. 

Task Force Four was established at the request of the NAIC to work with 
them on questions of the reserves required of Accident and Sickness insurers. 
The particular problem giving rise to this request is the reserve requirements 
for the recently introduced type of policy. This policy guarantees renewability 
to the individual insured to a specified age, but it retains for the insurer the 
right to change the table of premiums applicable to all insureds of the same 
class as experience warrants. A sound pattern of reserve requirements is ex- 
pected to emerge from the work of this Task Force on which the future financial 
solidarity of the industry can be buttressed further. 

In May, 1954 the Health and Accident Underwriters Conference adopted a 
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Code of Ethical Advertising Practices, to which the members of the Conference 
bound themselves unanimously to adhere. Later in the year, the Bureau of 
Accident and Health Underwriters adopted a Code of Standards of Performance 
to which its members likewise bound themselves. The two trade associations re- 
ceived considerable applause from insurance supervisory authority and the press 
for voluntarily establishing these codes. 

Encouraged by the increasing public acceptance of Accident and Sickness 
insurance in its many forms and out of a recognition of their social responsi- 
bilities, insurers continued bringing the market a variety of new and more 
liberal kinds of policies. Major Medical Expense insurance, introduced less than 
five years ago, has continued to interest underwriters and prospective insureds. 
A dozen variations of the plan of Major Medical Expense insurance have been 
introduced. All employ the deductible principle. Most of them require through 
a coinsurance clause that the insured bear a part of the expense incurred above 
the deductible, thus seeking to safeguard against waste and extravagance. The 
public interest in renewability has stimulated considerable experimentation, and 
it has encouraged the growth not only of the classic type of noncancellable 
guaranteed renewable insurance but the newer variety which the premium rate 
does not guarantee. While retaining the right to refuse renewal, some 
insurers in their commercial forms of coverage have stipulated specifically 
that they would not refuse to renew the contract because of deterioration in 
the physicai or mental health of the insured. These and similar departures 
from previous practice and the continuing elimination of restrictive clauses and 
exclusions from coverage, are indicative of the forward sweep of Accident and 
Sickness insurance toward the goal of better coverage for the American peple. 

Research and experimentation, study and consultation, have marked the 
activity of all groups interested in Accident and Sickness insurance. During 
1954 the Health Insurance Foundation released a detailed survey on health care 
costs. Likewise, the three volume report of the Commission on Financing Hos- 
pital Care, sponsored by the American Hospital Association, was distributed. 
The Health Insurance Council, comprised of representatives of many trade as- 
sociations, has carried forward a vigorous program of public information. The 
Council conducted its annual survey of voluntary health insurance coverage in 
the United States and released a widely distributed educational booklet entitled, 
‘*The Health Insurance Story.’’ The Better Business Bureau published a well- 
edited Fact Booklet on Accident and Sickness insurance. 

Scarcely a segment of American society is untouched by voluntary insur- 
ance against the costs of disability. Accident and Sickness insurance has ex- 
hibited remarkable vigor, facility, and ingenuity in rapidly expanding its 
operations to meet a great and growing public demand for this essential type 
of protection. Without the intervention of government and spurred by open, 
free, and keen competition among a large number of all kinds of insurers, the 
business has continued to press forward, improving the quality of its protection 
as it has expanded the number of people whom it serves. It is increasingly ap- 
parent that the Accident and Sickness insurance business can bring a satis- 
factory measure of protection to practically all Americans. 





Review of Social Security 


Rosert J. Myers, Chief Actuary 
Social Security Administration 


The year 1954 showed a continuation in the growth of operations under the 
various social security programs in the United States. In the legislative field, 
many important developments occurred at the Federal level. This review of the 
year will first set forth the major legislative developments and then will give a 
broad picture of the operating experience of the various systems. Included for 
these purposes in the term ‘‘social security’’ will be all governmentally ad- 
ministered programs, other then those established for governmeat employees as 
such. Thus, included are the Old-Age and Survivors Insurance system, the 
Railroad Retirement system, the various State unemployment insurance systems 
(including separate railroad system), State and railroad cash sickness systems, 
and the public assistance plans. Not included are the workmen’s compensation 
programs, since these are so largely administered by insurance companies and 
are thus reviewed elsewhere. 


Legislative Developments 
(a) Old-Age and Survivors Insurance 

For the third successive Congress, important amendments to the Social 
Security Act were enacted. In each case, these included significant increases in 
OAST benefits. 

The 1950 Amendments affected the OASI system principally by a very con- 
siderable extension of coverage to types of employment previously not in- 
cluded, by roughly doubling the benefit level, and by making more definite the 
financing basis. The 1952 Amendments were of relatively less significance, with 
the principal changes being a small increase in the benefit level, a liberalization 
of the retirement test, and provision of ‘‘free’’ wage credits for military serv- 
ice after World War II. The 1954 Amerdments followed several important 
studies in 1953 by the newly created Department of Health, Education, and 
Welfare and by a sub-committee of the House Ways and Means Committee. 
The major changes included further extension of coverage, another increase in 
the benefit level and in the maximum wage subject to contributions, further 
liberalization of the retirement test, introduction of a ‘‘ disability freeze’’ pro- 
vision, and revisions in the financing basis. 

In particular, the following major changes were made. Coverage was ex- 
tended (effective in 1955) to include almost all gainful employment. This was 
accomplished by bringing into coverage the following groups: farmers, State 
and local goverament employees covered by a retirement system (on an optional 
basis), certain self-employed professional workers (such as engineers and ac- 
countants), ministers (on an optional basis), a considerable number of farm 
and domestic workers who had previously been excluded because of the strict 
‘‘reguiarity of employment’’ test, and certain small miscellaneous categories. 
Following this change, the only groups who could not be covered were self- 
employed lawyers and medical practitioners, Federal civilian employees covered 
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by a retirement system, the military forces, policemen and firemen covered by a 
retirement system, and certain minor categories (and in addition, self-employed 
individuals, farm workers, and domestic workers who did not earn sufficient to 
qualify). 

The maximum wage on which benefits and contributions are based was 
increased from $3600 to $4200 a year, effective in 1955. The method of comput- 
ing the average monthly wage (on which benefits are based) was liberalized 
by permitting the dropout of the 4 lowest years (or for those with at least 5 
years of coverage, the lowest 5 years), as well as any periods of extended total 
disability if the individual had the necessary insured status requirements (the 
so-called ‘‘ disability freeze’’). 

The formula for determining benefits was liberalized so that the amount 
for a retired worker is 55 per cent of the first $110 of average monthly wage 
plus 20 per cent thereafter (as contrasted with the previous formula, 55 per 
cent of the first $100 plus 15 per cent thereafter). Benefits payable to de- 
pendents and survivors which are various proportions of the amount for the re- 
tired worker are correspondingly increased. The minimum monthly benefit was 
raised from $25 to $30 and the maximum family benefit from $168.75 to $200. 
At the same time, beneficiaries on the roll were given an approximately equiv- 
alent increase, with the minimum of such increase being $5 for a retired worker 
(effective in September). The lump-sum death payment of three times the 
monthly benefit for a retired worker continues to be payable for all deaths 
either before or after retirement, except that the maximum was set at $255, the 
maximum payable under previous law (if it were not for this specific dollar 
limitation, the maximum would have been larger as a result of the general 
benefit increase). 

Benefits both for retired. workers and their dependents and for survivors 
are, in general, not paid when the beneficiary is engaged in substantial employ- 
ment, or for dependents of a retired worker when the latter is engaged in sub- 
stantial employment. This provision is termed the ‘‘ retirement test’’ although 
to some extent this is a misnomer when referring to young beneficiaries. 
Effective in 1955, benefits are payable for all months in a year when the an- 
nual earnings from all types of employment are $1200 or less. When earnings 
exceed $1200, one month’s benefit may be withheld for each $80 excess unit 
(counting a remainder of less than $80 as a full unit), but in no event are 
benefits withheld for months in which the individual has wages of $80 or less 
and does not render substantial self-employment services. Moreover, the retire- 
ment test is not applicable at all after the individual reaches age 72. Previous 
law was on a considerably different basis, namely, monthly rather than annually 
for wage earners; a lower exempt amount ($75 a month for wages and $900 a 
year for self-employment income); applicable only to covered employment 
rather than to all employment; and the age above which the retirement test 
did not apply was 75. 

The contribution schedule was increased in the ultimate years by the 1954 
Amendments. The 4 per cent combined employer-employee rate for 1954-59 was 
left unchanged, as were also the previously scheduled rates of 5 per cent for 
1960-64 and 6 per cent for 1965-69. In the 1950 and 1952 Acts, the ultimate 
rate was 6144 per cent for 1970 and thereafter, but this was changed to 7 per 
cent in 1970-74 and 8 per cent thereafter. In each instance, self-employed in- 
dividuals pay 75 per cent of the combined employer-employee rate. Revision of 
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the tax schedule was necessary both to recognize the estimated insufficiency of 
the schedule in the previous law.as related to the benefits of that law and to 
_ recognize the increased cost of the provisions of the Amendments. Some of the 
changes made by the Amendments increased cost (principally, dropping out 
certain periods in computing average wage, raising the benefit level, and 
liberalizing the retirement test), offset partially by others decreasing costs 
(principally, extension of coverage and raising the earnings base). 

During the year the report of the Kaplan Committee (established by 
Congress) was released recommending, among other things, that OASI coverage 
should be extended to both military personnel and civilian employees already 
under a retirement system. 


(b) Railroad Retirement 


The Railroad Retirement Act also was amended in certain important respects 
in 1954. One amendment eliminated the so-called ‘‘dual benefits’’ provision, 
under which retired workers could not receive full Railroad Retirement annuities 
if they were eligible for OASI benefits. Another amendment raised the wage 
base to $350 a month (paralleling the OASI action previously described), with 
the net additional income being utilized for certain benefit liberalizations, 
principally reducing the minimum age for widow’s benefits from 65 to 60 and 
providing child’s benefits beyond age 18 if disabled. 


(ec) Unemployment Insurance 


For the first time since the Unemployment Insurance program was estab- 
lished, important amendments were passed extending coverage. The previous 
Federal minimum standard of permitting coverage exclusion of employers 
with 7 or fewer employees was reduced to employers of 3 or more, effective in 
1956 (although about half of the States had aiready gone beyond the Federal 
requirements and had at least some coverage). In addition, Federal civilian 
employees were covered under the State unemployment insurance laws, with the 
Federal government reimbursing the States for any benefits paid to former 
Federal employees. Experience rating tax reductions are now possible, accord- 
ing to Federal requirements, after one year for new employers rather than 
three years as previously. 

In addition, the financing basis of the unemployment insurance system has 
been modified. Any excess of the residual of the .3 per cent tax received by the 
Federal government over actual administrative expenses of the State agencies 
paid from the general treasury is used to build up a loan fund available to 
States with depleted reserves. When this loan fund exceeds $200 million, any 
excesses are to be returned to the States for benefit payments or administrative 
expenses. 

The Railroad unemployment insurance system was also amended in 1954, 
raising the tax base to $350 a month and providing higher benefit rates, as well 
as an alternative method of computing benefits on the basis of 50 per cent of 
the daily wage rate at the end of the base year. 

Since relatively few State legislatures meet in the ‘‘even’’ years, the pro- 
visions of the State programs were not generally changed. When such changes 
did occur, however, the trend continued of raising the maximum weekly benefit 
amount and, to a certain extent, the maximum duration of benefits. 
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(d) Cash Sickness Benefits 

As in the case of unemployment insurance, little legislative action occurred 
in regard to the Cash Sickness Benefit systems of the four States having such 
programs. The separate system for railroad workers (which is combined with 
their unemployment insurance system) was modified in the same way as that 
program was (as described previously). 
(e) Public Assistance i 

The Social Security Amendments of 1954, although primarily concerned 
with Old-Age and Survivors Insurance, also contained a few provisions relating 
to public assistance, the most important of which was an extension for two 
years of the Federal matching basis which had been scheduled to expire after 
September, 1954. This temporary basis involves 80 per cent matching of the 
first $25 of the State’s average monthly payment for old-age assistance, aid to 
the blind, and aid to the permanently and totally disabled, whereas under: the 
‘*permanent’’ formula, the initial step in the matching formula is 75 per cent 
of the first $20. The ‘‘temporary’’ matching formula for the aid to dependent 
children program also contains an 80 per cent factor in the first step. 


Operating Experience 


(a) Old-Age and Survivor Insurance 

Various pertinent statistics as to the operation of the OASI program for 
1954 as contrasted with the previous year are shown in Table 1. The increase 
in average benefits is, of course the result of the 1954 Amendments. The rise 
in the contribution income is attributable to the fact that the combined em- 
ployer-employee rate rose to 4 per cent in 1954, from the previous level of 3 
per cent, .Administrative expenses during 1954 amounted to less than 2 per 
cent of contribution income, about 24% per cent of benefit payments, and to .07 
per cent of taxable payroll. 


(b) Railroad Retirement 

The beneficiary roll of the Railroad Retirement system continues to grow 
slowly. Workers retired for age and disability numbered 286,000 at the begin- 
ning of the year and about 300,000 at the end of the year. In addition, at the 
end of the year, annuities were being paid to 103,000 wives, 125,000 aged 
widows, and 61,000 other survivor beneficiaries. The average employee annuity 
at the end of 1954 was slightly more than $100 a month. Total benefit payments 
during the year amounted to about $540 million as contrasted with $474 million 
for the previous year. Contributions collected during the year amounted to 
about $590 million, or somewhat lower than the $627 million collectsd in the 
previous year (as a result of the rise in the maximum taxable wage base in the 
middle of 1954), The Railroad: Retirement Account amounted to about $3.4 
billion at the end of the year as contrasted with $3.26 billion at the beginning 
of the year. 


(c) Unemployment Insurance 

The level of operations of the Unemployment Insurance program during 
1954 was appreciably higher than in the previous year because of the changed 
economic conditions, The average weekly number of beneficiaries was about 
800,000 in 1953 and 1.6 million in 1954 (with a high of about 2.0 million and 
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a low at the end of the year of about 1.4 million). The total benefits paid in 
1954 amounted to $2.04 billion as contrasted with $962 million in 1953. The 
average weekly payment in 1954 was about $25.00 as contrasted with about 
$23.50 during 1953. Contribution income during 1954 amounted to about $1.42 
billion (including the Federal tax, used for reimbursement of State administra- 
tive expenses), or about 144 per cent of covered payroll, as compared with $1.62 
billion in 1953. Because of the relatively heavy benefit expenditures, the State 
accounts in the Unemployment Trust Fund decreased from $8.89 billion at the 
beginning of 1954 to $8.18 billion at the end of the year. 

Unemployment was relatively heavy in the railroad industry so that total 
expenditures under its special unemployment insurance system amounted to 
about $150 million as contrasted with $47 million the previous year. As a 
consequence, the Railroad Unemployment Insurance Account, which also in- 
cludes the cash sickness benefits program, decreased from $673 million at the 
beginning of the year to $504 million at the end of the year. The supporting 
tax rate, payable entirely by the carriers, is fixed at % per cent of payroll so 
long as the fund remains above $450 million. 


Table 1 
Statistics of Operation of OASI System 








Item 1953 1954a Increase 





Monthly Beneficiaries at End of Year (thousands) 


Retired Workers 3,222 3,775 17% 
Dependents of Retired Workers 977 1,121 15 
Survivors of Insured Workers 1,782 1,989 12 
Total Beneficiaries, All Ages» 5,981 6,816 14 
Total Beneficiaries, Aged 65 and Over 4,578 5,334 17 


Average Benefit Payments in December (rounded) 


Retired Worker Alone $49 $55 12% 
Retired Worker and Wife 85 98 15 
Widow Aged 65 or Older 41 46 12 
Widow and One Child 90 ; 101 12 
Widow and Two or More Children 111 125 13 
One Child Alone 42 47 12 
Two or More Children Alone 78 90 15 
Lump-Sum Death Payment 173 192 11 
Financial Operations of Trust Fund (millions) 
Contribution Income $3,945 $5,163 31% 
Benefit Payments 3,006 3,670 22 
Administrative Expenses 88 92 5 
Interest Income 414 468 13 
Fund at End of Year 18,707 20,576 10 





a Some figures partially estimated. 

> Total does not represent sum of above three categories because some 
individuals receive benefit. as both retired workers and as dependents or 
survivors. 
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(d) Cash Sickness Benefits 


The average weekly number of beneficiaries under the four State systems 
(exclusive of employees or employers who ‘‘contracted out’’) averaged 
about 38,000 each week, while under the railroad system the average was about 
31,000. The total benefit payments under the State laws (including those paid 
under ‘‘ contracting out’’) amounted to $187 million in 1953 (1954 date not yet 
available), as against $168 million the previous year. Under the railroad system, 
total benefit payments in 1954 amounted to about $50 million, as against $45 
million in 1953. 


(e) Public Assistance 

During 1954, the Old-Age Assistance roll declined slowly from 2.59 million 
at the beginning of the year to 2.56 million at the end of the year. The average 
payment was about $51.50 a month throughout the year. Total assistance pay- 
ments amounted to $1.6 billion in 1954, about the same as in the previous year. 

The number of children receiving Aid to Dependent Children increased 
from 1.46 million at the beginning of the year to somewhat more than 1.6 
million at the end of the year. The total amount of assistance paid under this 
program was about $590 million in 1954, as contrasted with $562 million in 
1953. 

The number of recipients of Aid to the Blind was about 100,000 during 
1954, with total payments amounting to almost $70 million. The number of 
recipients of Aid to the Permanently and Totally Disabled continue to grow, 
rising from 195,000 at the beginning of the year to almost 225,000 at the end 
of the year; total assistance payments during the year amounted to almost 
$140 million. 








Part IIl—Association Activities 


Minutes of Annual Business Meeting 


The Annual Business Meeting was held on December 28, 1954, at 5:00 p.m. 
in the English Room of the Sheraton-Cadillac Hotel in Detroit, Michigan. The 
meeting was called to order by President Ackerman. 

It was moved, seconded, and carried that the minutes of the previous meet- 
ing be approved as printed in the Proceedings. 

A mémorial resolution honoring the memory of Dr. David McCahan was 
offered by Dr. Clyde Kahler who moved its adoption. The motion was seconded 
by Dr. Gregg and the motion was carried by a standing vote. The resolution 
appears on another page. 

The Secretary gave an oral report which showed a tvtal of 374 dues paying 
members for the year 1954. The membership was made up of 243 active mem- 
bers and 131 associate members. He reported that the Placement Committee, 
authorized at the 1953 Annual Meeting, had been functioning throughout the 
year. During 1954, two letters were sent to the Deans of all of the Colleges of 
Business which belonged to the American Association of Collegiate Schools of 
Business. These letters requested that the Secretary be notified of insurance 
teaching vacancies. More than 20 members of the Association expressed an 
interest in this project by requesting that they be notified of vacancies. More 
than a dozen vacancies were reported to those interested members during the 
year. 

The Secretary reported that the 1955 Annual Meeting would be held in 
New York City, and that the meetings in 1956 and 1957 were scheduled for 
Cleveland, Ohio, and Philadelphia, respectively. 

The report of the Treasurer, a copy,of which appears elsewhere, was 
summarized. \ 

Dean Herbert Graebner, reporting for the Committee on Teaching Aids, 
stated that the Committee planned to contact all active members during the 
early part of 1955, to discover the usefulness of the kits and to seek informa- 
tion concerning suggested changes in the kits. He reported an increased use of 
the kits by college classes. 

President Ackerman reported the following actions of the Executive 
Committee: 

1. Dr. J. Edward Hedges of Indiana University, was appointed as Editor 
of the Journal. He is to have a Journal Advisory Committee whose 
membership will be announced later. 

. A comm’'ttee will be appointed to prepare a Constitutional Amendment 
to provide for continuing the membership of retired Association mem- 
bers without the necessity of dues payment. This proposed Amendment 
will be submitted for the approval! of the active members. 

.. A Committee has been created to advise a Committee of the Life Insur- 
ance Agency Management Association in helping to develop aids for 
high school and college teachers of insurance. Dean Graebner is Chair- 
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man, and the other members are: Messrs. Bickley, Center, Cummings 
and Kelsey. 


. A questionnaire will be sent to the members to secure their opinion con- 
cerning proposed changes of both the place and the date for the Annual 
Meetings. One suggestion was for an early fall meeting on a college 
campus. 

. A committee will be appointed to study the desirability of creating a 
national insurance fraternity on the undergraduate level. 

. The Executive Committee had received a request from members on the 
West Coast to consider the desirability of creating a chapter of the 
Association in that area. The Committee reported that it preferred 
not to have any separate chapters but, that the members on the West 
Coast would be given all the help possible in connection with their 
efforts to have a regional annual meeting, sponsored by the Association. 
It was reported that the Secretary’s Office would be available to send 
out notices and that the Executive Committee would help in securing 
speakers for the regional meeting. 

Dr. Bickley proposed that future Annual Meetings include brief reports 
on research work being conducted in the colleges and universities. The discus- 
sion brought forth a suggestion that the Annual Meeting be lengthened to cover 
more than one day. 

In connection with plans for the Journal, it was suggested that a section 
of that publication be devoted to abstracts of current research work. Another: 
member suggested that a section of the Journal be devoted to personal news of 
interesting and pertinent activity of members. 

Dr. Loman, reported on the problems in helping to administer the Fellow- 
ship Program and indicated that a copy of the Fellowship Report had already 
been sent to all members. 

President Ackerman announced that Dr. Loman would continue to represent 
this Association on the Joint Council on Professional Education for Business. 

There being no further business, the meeting was declared adjourned. 





A Memorial 


Dr. Davin McCaHnan 


Whereas, our esteemed friend and Past-President, Dr. David MeCahan, 
was taken by death in June, 1954, The American Association of University 
Teachers of Insurance wishes to record its feeling of the great loss suffered 
by it and by insurance education. 

Dr. McCahan contributed to the development of The American Association 
of University Teachers of Insurance from the time of its foundation to the 
time of his passing, not only through the various papers which he delivered 
and discussions in which he participated at its meetings, but also through his 
original thinking, his thorough planning, his sound leadership and his wise 
counsel. He contributed likewise to the advancement of insurance education 
through his teaching of insurance with an unusual breadth of understanding, 
his personal research and the guidance of the research of others, his influence 
through his good advice, high standards and personal example upon many 
teachers of insurance with whom he came into contact in the early stages of 
their development, and his participation in the activities of many organizations 
to which insurance education is a vital factor. His was a life dedicated to 
expanding knowledge of insurance and appreciation of its services. Although 
his future works have been cut off, his past works will live long beyond him. 

Therefore, be it resolved that this Association, in meeting assembled on 


December 28, 1954, express its sense of loss through the untimely death of Dr. 
McCahan, and extend its sympathy to his bereaved family. 

Be it further resolved that this resolution be spread upon the minutes of 
the Association and a copy thereof be sent to Dr. McCahan’s family. 





Treasurer's Report 


January 1, 1953 to December 6, 1954 


INCOME 


Cash on hand, Current Fund, January 1, 1954 $2,737.52 
Receipts: 


1. Membership Dues 


. Sale of Journals 312.70 
. Advertising in 1954 Journal 641.00 
. Miscellaneous Income 116.32 1,975.02 





Total, Current Fund, Cash 


DISBURSEMENTS 
Checks No. 14—21, inclusive $2,370.68 


2,341.86 
Savings Account, First Federal Savings and 
Loan Association, Bloomington, Illinois $2,500.00 
Dividends on above, 1953 43.17 
Dividends to be credited, Dec. 31, 1954 70.63 2,613.80 





Total Cash on hand $4,955.66 


Analysis of Expenditures, Current Fund 

1953 Annual Meeting 
Savings and Loan Deposit 500.00 
Letterheads, Envelopes, Invoices 119.60 
685 Journals 1,347.00 
Postage on 514 Journals 124.98 
Postage and Supplies 139.94 
Honorarium and travel expenses for Secre- 

109.00 


$2,370.68 
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CONSTITUTION 


Adopted by The American Association of University 
Teachers of Insurance 
December 28, 1932 


And amended December 27, 1934, April 24, 1936, January 1, 
1940, December 29, 1947 and February 10, 1954. 


I. NAME 
The name of this Association shall be The American Association of 
University Teachers of Insurance. 


II, PURPOSES 
The purposes of the Association shall be as follows: 
A. Promotion of insurance education. 
B. Encouragement of research in the insurance field. 
C. To provide an open forum for scientific discussion of all kinds of 
insurance. 

1. The Association will take no position as an organization 
on any insurance problem nor will it be in any way re- 
sponsible for the expression of opinion of any one of its 
members. 

. Publication of such material as may from time to time seem 
appropriate in forwarding the general purposes of the Associa- 
tion. 

E. Cooperation with other American organizations interested in whole, 
or in part in insurance education. 
F. Cooperation with similar organizations in foreign countries. 


. MEMBERSHIP 
A. Membership in this Association shall be of three kinds: 

1, Actiwe—Any person who, at the time he originally applies 
for membership or at the time he requests reinstatement 
of a membership previously lapsed, holds a teaching appointment 
in an accredited college or university in the United States or 
Canada, and who is offering for degree credit one or more gradu- 
ate or undergraduate courses devoted entirely to insurance (in- 
cluding insurance law and actuarial science), shall be eligible 
for active membership in the Association. 

. Associate—Any person not eligible for active membership who 
(1) is or has been engaged in teaching classes of insurance, or 
(2) has or has had as his primary responsibility supervision of 
the formal insurance training or education of agents, or (3) has 
or has had as his major assignment, actuarial, research, or 
statistical duties in the field of insurance. Associate members 
shall not have the right to vote or to hold office, except as here- 
inafter provided. 
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3. Honorary—Any person who is not a citizen or resident of the 
United States or Canada, and whose activities have contributed 
substantially to the advancement of insurance education, may, 
upon recommendation of the Executive Committee, be elected 
at any annual meeting, to honorary membership in this Associa- 
tion. Honorary members shall not have the right to vote or to 
hold office. 

B. Questions of membership eligibility in individual cases shall be decided 
by the Executive Committee. 


C. Guests may be invited to participate in the deliberations, or to be 
present at the meetings of the Association, at the pleasure of the 
Executive Committee. 


IV. OFFICERS 


A. Officers of the Association shall be a President, Vice-President, Secre- 
tary-Treasurer, and Editor of the Journal. Each shall perform the cus- 
tomary duties of such officers. All shall serve for a term of one year or 
until suecessors are elected, except that the Editor of the Journal and 
his successor shall be appointed by the Executive Committee. 


. There shall be an Executive Committee consisting of the officers, the 
immediate past-president, and three additional members, one of whom 
may be an associate member. 


C. 1. A Committee on Nominations, consisting of three active members 
shall be appointed before the Annual Meeting by the President, 
with the approval of the Executive Committee. The Committee on 
Nominations shall make nominations for the offices of President, 
Vice-President, Secretary-Treasurer, and members of the Executive 
Committee. A Committee of Tellers, consisting likewise of three 
active members, shall be appointed by the President at the annual 
meeting; the duty of this committee shall be to tabulate all votes 
and report the results of the election. 

. Nominations shall be prepared and mailed to the active membership 
of the Association on or before December i, with a return envelope 
addressed to the Secretary; additional nominations may be made 
by any group of three or more active members who shall prepare, 
sign, and forward their nomination(s) to the Nominating Com- 
mittee no later than November 10 prior to the Annual Meeting. 
The Nominating Committee shall then send ballots containing the 
original and additional nomiaations without delay to all active 
members. All ballots, to be judged legal, must be received by the 
Secretary at least seven days prior to the Annual Meeting, and both 
the voter and the nominee must have paid their dues for the current 
year. The Executive Committee shall prescribe the method of sign- 
ing and counting the ballots so as to keep the balloting secret. 

If there is only one nominee for each office, a report of the Nominat- 
ing Committee shall be mailed to the members, and at the Annual 
Meeting each member so nominated by the Nominating Committee 
shall be declared elected. 

The President or Vice-President may serve for not more than two 
consecutive years in the same office, 
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D. The three additional members of the Executive Committee shall be 
elected in the manner prescribed in Section C, and shall se. ~ three 
years. 

1. At the first election of members of the Executive Committee one shall 
be chosen for a one-year term, one for a two-year term, and one 
for a three-year term. 

. There shall be an Editor of th. Journal whose function shall be (1) to 
collect for publication the papers presented at the Annual Meeting or 
at any interim meeting; (2) to invite and encourage members of the 
Association and others to contribute for publication in the Journal 
articles and studies of a professional and scholarly character; (3) to 
supervise in all details actual publication of the Journal; (4) to per- 
form such other activities as are normally associated with the duties of 
an editor. 

. A committee of three members shall be appointed annually by the 
President to serve as an Advisory Council to the Editor of the Journal 
in the preparation and publication of the Journal. Among other duties, 
the Committee shall aid the Editor in the evaluation of the contribu- 
tions for publication purposes and in the determination of questions 
of editorial policy. 


. MEETINGS 
Meetings shall be held annually on the same dates as are adopted by the 
American Economic Association and/or the American Statistical Associa- 
tion for their annua! meetings. These meetings shall be held in the same 
place as those of the American Evonomic Association and/or the American 


Statistical Association unless considered impracticable by the Executive 
Committee, which may adopt a more convenient place of meeting. 


VI. QUORUM 
A. Ten active members of the Association shall constitute a quorum for 
the transaction of any kind of business at the annual meeting. 
B. Twenty active members shall constitute a quorum for the transaction 
of any kind of business at other than annual meetings. 


VII. DUES 


The annual dues shall be determined by the Executive Committee and 
shall be billed for the calendar year. They shall not be more than $5.00. 


VIII. EXPENSES 

A. The Association shall pay the necessary expenses of conducting the 
office of the Secretary-Treasurer and that of the Editor of the 
Journal. It shall furnish such stationery as is necessary for other 
officers, and may incur such other expenses as are authorized by the 
Executive Committee. 

B. The fiscal year of the Association shall be the calendar year. 

C. In no event shall the Association incur annual expenses in excess of 
. the aggregate annual dues of the members, except by authorization 
of the membership at an annual meeting or at a special meeting. 
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IX. AMENDMENTS 


The Constitution and/or By-Laws may be amended by submitting the 
amendment, signed by at least two-thirds of the members of the Executive 
Committee, to the members of the Association by mail, who shall either 
ratify or reject the amendment by communication in writing, to the 
Secretary; such amendment to be regarded as ratified in the event that 
two-thirds of the votes received within three weeks of the date on which 
the copy of the amendment is forwarded to the membership shall be in 
favor of such amendment. 
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Membership List 


Active Members 


Abell, Wilbur J. 

Assoc. Professor of Insurance 
Bowling Green State University 
Bowling Green, Ohio 

Acker, Milton 


Mgr., Gen.. Liability Div. 

Nat. Bur. Casualty Underwriters 
60 John Street 

New York 28, New York 


Ackerman, Laurence J. 
Dean, School of Bus, Adm. 
University of Connecticut 
Storrs, Connecticut 


Ackerman, Newman L. 
Instructor of Insurance 
University of Miami 
Coral Gables, Florida 


Ackerman, Saul B. 
151 W. 74th Street 
New York, New York 


Adams, John F. 

Assoc, Prof. Econ. and Ins. 
Temple University 
Philadelphia 22, Pennsylvania 


Ahern, J. J. 

Director, Dept. Fire Protection and 
Safety Engineerin 

Illinois Institute of Hechaslegy 

Chicago 16, Illinois 


Ayres, Robert B. 
120 8. LaSalle Street 
Chicago 3, Illinois 


Babbitt, Robert M., Jr. 
Vice-President 

Joyce & Company, Inc. 
309 West Jackson Blvd. 
Chicago 6, Illinois 


Bammert, Vincent H. 
Chairman, Insurance Division 
Seattle University 

Seattle 22, Washington 


Barlow, Douglas 
110 St. Peter Street 
Quebee City, Canada 


Beadles, William T. 

Dean of University 

Illinois Wesleyan University 
Bloomington, Illinois 


Bickley, John 8. 

Assoc. Professor of Insurance 
The Ohio State University 
Columbus 10, Ohio 


Black, Kenneth, Jr. 

Assoc. Professor of Insurance 
Atlanta Div., Univ. of Georgia 
Atlanta, Georgia 


Blanchard, Ralph H. 
Professor of Insurance 
Graduate School of Business 
Columbia University 

New York 27, New York 


Bowers, Edison L. 

Chairman, Dept. of Economics 
The Ohio State University 
Columbus 10, Ohio 


Bowman, Lawrence G. 
Agency Supervisor 
Zurich-American Ins. Co. 
614 Public Ledger Bldg. 
Philadelphia 6, Pennsylvania 


Bowyer, John W., Jr. 

Asst. Dean, School of Business 
Washington University 

St. Louis, Missouri 


Boyle, C. 8. 
Professor of Business Adm. 
Brigham Young University 
Provo, Utah 


Bragg, James Elton 
Professor of Insurance 
New York University 
New York 


Brainard, Calvin H. 

Asst. Professor of Insurance 
University of Rhode Island 
Kingston, Rhode Island 


Bray, Robert E. 
School of Business 
University of Missouri 
Columbia, Missouri 
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Breen, John M. 

Director, Mutual Insurance Institute 
4750 Sheridan Road 

Chicago 40, Illinois 


Brewster, William, Jr. 

Asst. Professor of Economics 
Texas Western College 

El Paso, Texas 


Brouder, Edward. W. 

Director of Training 

Hartford Accident and Indem. Co. 
Hartford 15, Connecticut 


Browne, Warren 

Assoc. Professor of Finance 
Northwestern University 
Evanston, Illinois 


Bryson, W. O., Jr. 
Professor of Economics 
Morgan State College 
Baltimore 12, Maryland 


Burdick, William L. 

Assoc. Professor of Business 
Western Michigan College - 
Kalamazoo, Michigan 


Cammack, Emerson 
Instructor of Insurance 
University of Illinois 
Urbana, Illinois 


Carmichael, Vernal H. 
Professor of Business Fiduc. 
Ball State Teachers College 
Muncie, Indiana 


Castle, John G. 
401 Genesee Bldg. 
Buffalo 2, New York 


Center, Charles C. 
Professor of Commerce 
University of Wisconsin 
Madison 6, Wisconsin 


Childress, Donald R. 
Assoc. Professor of Finance 
University of Oklahoma 
Norman, Oklahoma 


Clarke, Howard E, 
Northwestern University 
2419 Thayer Street 
Evanston, Illinois 


Cline, Robert Stuart 

Assoc, Profe-.or of Insurance 
Atlanta Div., Univ. of Georgia 
Atlanta 3, Georgia 


Cohen, Nathan B. 

President, Sterling Brokerage Co. 
154 Nassau Street 

New York 38, New York 


Corey, Hibbert D. 

Professor of Business Adm. 
College of William and Mary 
Williamsburg, Virginia 


Corley, Laurence L. 

Assoc. Professor of Business Adm. 
Sam Houston State College 
Huntsville, Texas 


Cosby, Byron, Jr. 

Assoc. Professor of Actuarial Sci. 
State University of Iowa 

Iowa City, Iowa 


Cowee, John W. 

Assoc. Professor of Insurance 
University of California 
Berkeley 7, California 


Cummings, William O. 

Consultant 

Life Insurance Agency Mgt. Assn. 
855 Asylum Ave. 

Hartford 5, Connecticut 


Curtis, Robert 

Manager, Travelers Fire Ins. Co. 
424 Main Street 

Buffalo 2, New York 


Cutler, H. H. 

Professor of Banking and Finance 
University of Utah 

Salt Lake City, Utah 


Danforth, Warner C. 
Chairman of Insurance Dept. 
College of Business Adm. 
Boston University 

Boston 15, Massachusetts 


Davids, Lewis E., Sr. 
Professor of Business Adm. 
A. & M. College of Texas 
College Station, Texas 


Davis, Harvey L. 

Professor of Insurance Law 
School of Law 

Southern Methodist University 
Dallas 5, Texas 


Davis, T. Max 
Head, Estate Planning Dept. 
Southwest American Life Insurance 


0. 
Houston 6, Texas 
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Devroye, Albert 

Assistant Secretary 

Millers National Insurance Co. 
20 N. Wacker Drive 

Chicago 6, Illinois 


Diaz, Manuel Orlando 

Asst. Professor Fin. & Insurance 
Box 1865 University Station 
University of Puerto Rico 

Rio Piedras, Puerto Rico 


Dickerson, O. D. 

Instructor in Insurance 
Wharton School 

University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Dickinson, Frank G 

Director Bur. of M<d. Econ. Res. 
American Medical Association 
535 North Dearborn Street 
Chicago 10, Illinois 


Dixon, George I. J. 
Professor in Sociology 
Wisconsin State College 
Stevens Point, Wisconsin 


Dotterweich, Walter W., Jr. 
Asst. Professor 

Butler University 
Indianapolis, Indiana 


Dunne, Matthew S. 

Assistant Vice-President 
American Associated Ins. Cos. 
99 John Street 

New York, New York 


Eggertsen, Paul 

Chairman, Gen’] Business Dept. 
Loyola University 

Los Angeles 45, California 


Elkin, Philip 

Instructor in Insurance 
Wharton School 

University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Entriken, Robert K. 
National Surety Corp. 

315 Montgomery Street 
San Francisco 4, California 


Fey, Ralph N. 

Frazer Insurance Agency 
22 E. High Street 
Oxford, Ohio 


Field, Harold W. 
Instructor, The University df Akron 
Akron 4, Ohio 


Fischer, Carl H. 
Professor of Insurance 
University of Michigan 
Ann Arbor, Michigan 


Fisk, McKee 

Professor of Business Adm. 
Fresno State College 
Fresno 4, California 


Fitzgerald, J. Anderson 
Professor Banking & Insurance 
University of Texas 

Austin 12, Texas 


Frament, J. Willard 

Instructor of Insurance 

St. Bernardine of Siena College 
Loudonville, New York 


Freeman, Hershon 

Asst. Professor of Bus. Adm. 
Oklahoma A. & M. College 
Stillwater, Oklahoma 


Frisinger, H. H. 

Associate Professor Insurance 
University of Toledo 

Toledo 6, Ohio 


Gardner, George K. 
Professor of Law 
Langdell Hall 
Cambridge, Massachusetts 


Gerdes, Victor 

Manager Research Department 
Assn. of Casualty & Surety Cos. 
60 John Street 

New York 38, New York 


Goble, George W. 
Professor of Law 
College of Law 
University of Illinois 
Urbana, Illinois 


Goodman, Oscar R. 

Assoc. Professor of Bus. Adm. 
The State College of Washington 
Pullman, Washington 


Graebner, Herbert C. 

Dean, Amer. Coll. of Life Under- 
writers 

3924 Walnut Street 

Philadelphia 4, Pennsylvania 


Greene, Mark R. 

Asst. Professor of Marketing 
Washington University 

St. Louis, Missouri 
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Gregg, Davis W. 

President, Amer. Coll. of Life 
Underwriters 

3924 Walnut Street 

Philadelphia 4, Pennsylvania 


Griffin, Arthur Gwynn 
Assoc. Professor of Econ. and Bus. 
Davidson College 


Davidson, North Carolina 


Guinn, W. A. 

Professor of Business Adm. 
University of Arkansas . 
Fayetteville, Arkansas 


Hale, Clayton G. 

The Hale & Hale Company 
208 The Arcade 

Cleveland 14, Ohio 


Hall, John W. 

8S. S. Huebner Foundation for Ins. 
Educ. 

University of Pennsylvania 

Philadelphia 4, Pennsylvania 


Halperin, Sanford B. 
Brokerage Supervisor 

New York Life Insurance Co. 
1616 Walnut Street 
Philadelphia 3, Pennsylvania 


Harkavy, Oscar 

Asst. to Vice-President 
Ford Foundation 

477 Madison Avenue 
New York 22, New York 


Hayes, James L. 

Head, Dept. of Economics 
St. Bonaventure University 
St. Bonaventure, New York 


Hayne, Donald F. 
University of Washington 
Seattle 5, Washington 


Hedges, J. Edward 
Professor of Insurance 
Indiana University 
Bloomington, Indiana 


Hedges, Robert A. 

Asst. Professor of Economics 
University of Illinois 
Urbana, Illinois 


Heins, Richard Marriott 
Asst. Professor of Insurance 
University of California 
Los Angeles 24, California 


Henningsen, Fred A. 

Asst. Professor of Bus. Adm. 
Montana State University 
Missoula, Montana 


Herrick, Kenneth W. 

Asst. Professor of Bus. Adm. 
University of Connecticut 
Storrs, Connecticut 


Hickman, F. H. 
Asst. Professor, University of Idaho 
Moscow, Idaho 


Hindle, John H., Jr. 
Instructor in Bus. Adm. 
Fairleigh Dickinson College 
Rutherford, New Jersey 


Hoffman, G. Wright 
Prof. Insurance & Marketing 


Wharton Sch. of Finance & Com. 


University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Hoflich, Harold J. 

Professor of Business Administration 
Montana State University 

Missoula, Montana 


Holland, John P., Jr. 
Lecturer in Business Adm. 
University of California 
614 Haddon Road 

Oakland 10, California 


Holt, Hal F. 
Instructor in Business 
Phoenix College 
Phoenix, Arizona 


Housten, David 

Instructor in Insurance 

Wharton School of Finance & 
Commerce 

University of Pennsylvania 

Philadelphia 4, Pennsylvania 


Howard, Bion B. 

Assoc. Professor of Finance 
Northwestern University 
Evanston, Illinois 


Howard, W. M. 

Director of Educ. Publications 
Amer. Coll. of Life Underwriters 
3924 Walnut Street 

Philadelphia 4, Pennsylvania 


Huebner, 8. 8. 

President Emeritus 

Amer. College of Life Underwriters 
3924 Walnut St. 

Philadelphia 4, Pennsylvania 
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Irwin, Hampton H. 
Professor of Insurance 
Wayne University 
Detroit 2, Michigan 


Ivry, David A. 

Asst. Professor of Insurance 
University of Connecticut 
Storrs, Connecticut 


Jacobs, Irving 

Instructor, City College of N.Y. 
110 West 42nd Street 

New York 36, New York 


James, Philip 8. 

Instructor, College of Bus. Adm. 
University.of Nebraska 

Lincoln, Nebraska 


Jansen, George E. 
6011 Acacia Avenue 
Oakland 18, California 


Janssen, Hans 

Head, Dept. of Econ. & Bus. 
Yankton College 

Yankton, South Dakota 


Jaynes, Edgar N. 

Chairman, Dept. of Bus. & Econ. 
Fairmont State College 
Fairmont, West Virginia 


Jenkinson, Acis, 3rd 

Asst. Director of Education 
Insurance Co. of North America 
Philadelphia 1, Pennsylvania 


Johnson, Arthur W. 
Professor 

University of New Hampshire 
Durham, New Hampshire 


Johnson, Elton D. 

Head, Dept. of Business Adm. 
East Texas State Teachers College 
Commerce, Texas 


Johnson, Jesse B. 

Assoc. Professor of Insurance 
Louisiana State University 
Baton Rouge 3, Louisiana 


Johnson, Lee L. 

Chairman, School of Business 
West Texas State College 
Canyon, Texas 


Johnson, Stanford L. 
Instructor 
Utah State Agricultural College 


Logan, Utah 


Jones, J. P. 

Professor of Insurance & Finance 
University of South Dakota 
Vermillion, South Dakota 


Jung, Clarence R., Jr. 

Asst. Professor of Economics 
Coe College 

Cedar Rapids, Iowa 


Kahler, C. M. 

Vice-Dean and Professor of 
Insurance 

Wharton School of Finance & Com. 

University of Pennsylvania 

Philadelphia 4, Pennsylvania 


Kellar, Harold 

Asst. Professor of Business Adm. 
The City College of New York 
New York 10, New York 


Kip, Richard deR. 

Asst. Professor of Insurance 
Wharton School of Finance & Com. 
University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Kline, Chester A. 

Asst. Professor of Insurance 
Wharton School of Finance & Com: 
University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Koon, Archie M. 

Equitable Life Assurance Society 
213 Graham Hotel Bldg. 
Bloomington, Indiana 


Krogh, Harold C. 

Assoc. Professor of Insurance 
University of Kansas 
Lawrence, Kansas 


Kucera, Fred R. 
Kent State University 
Kent, Ohio 


Kulp, C. A. 

Chairman, Department of Insurance 
Wharton School of Finance & Com. 
University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Lang, Frank 
1 North LaSalle Street 
Chicago 1, Illinois 


Larson, Robert E. 

Benefit Assn. of Railway Employees 
901 Montrose 

Chicago, Illinois 
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Launstein, Howard 
Instructor, Michigan State College 
East Lansing, Michigan 


Levy, O. Francis 
Instructor, LaSalle College 
Philadelphia, Pennsylvania 


Ley, J. Wayne 

Assistant Dean—Prof. of Bus. Org. 
College of Commerce 

The Ohio State University 
Columbus 10, Ohio 


Loman, Harry J. 

Professor of Insurance 

Wharton School of Finance & Com. 
University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Long, John D. 

Asst. Professor of Insurance 
Indiana University 
Bloomington, Indiana 


Lueas, George G. 

Asst. Professor of Economics 
Pennsylvania State College 
State College, Pennsylvania 


Ludtke, James B. 

School of Business Adm. 
University of Massachusetts 
Amherst, Massachusetts 


Lynn, Arthur D., Jr. 

Asst. Professor of Economics 
The Ohio State University 
Columbus 10, Ohio 


MacDonald, Donald L. 
Asst. Professor of Insurance 
University of Michigan 
Ann Arbor, Michigan 


Magee, Isabel M. 

Treas., Mutty-Curran, Inc. 
130 Cedar Street 

Bangor, Maine 


Magee, John H. 

Director for Maine, F.H.A. 
Room 62, Exchange Bldg. 
Bangor, Maine 


Manning, J. R. 

Director Div. of Business Adm. 
Texas Col. of Arts and Industries 
Kingsville, Texas 


Marchant, Zeke Bailey 
Instructor, West Texas State College 
Canyon, Texas 


Martin, Howard L. 

Dean, School of Insurance 
Golden Gate College 

San Francisco 2, California 


Martin, J. H. 

Mgr. Standard Forms Bureau 
447 Sansome Street 

San Francisco 11, California 


Mason, Arthur W., Jr. 

Director of College Relations 
Amer. College Life Underwriters 
3924 Walnut Street 

Philadelphia 4, Pennsylvania 


McGill, Dan M. 

Executive Director, The 8. 8. 
Huebner Foundation for Ins. Educ. 

University of Pennsylvania 

Philadelphia 4, Pennsylvania 


MeNeill, John W. 

Chairman, Dept. of Management 
Fenn College 
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BEST'S PUBLICATIONS 


Annwally “the background for insurance leadership 

BEST’S INSURANCE REPORTS 
Fire & Casualty Edition—Detailed information covering the 
financial condition, management and operations of virtu- 
ally all U.S. and Canadian insurance institutions, together 
with Best’s unique company ratings. $50.00 
(Also available under service arrangements at $65.00 for 
the Intermediate Service and $80.00 for the Complete 
Service.) 
Life Edition—similar in scope to the F&C edition—with 
summary opinions of company standings substituted for 
ratings. $20.00 
(Also available under Best’s Complete Life Service at 
$40.00) 

BEST’S INSURANCE GUIDE... 
with Key Ratings. A pocket edition showing Best's ratings 
of the F&C companies with five year summaries of operat- 
ing results. $7.00 

BEST'S LIFE UNDERWRITERS GUIDE 
. « « for life underwriters with out-of-the-ordinary prob- 
lems. Shows unusual policies and practices of 190 life com- 
panies ... in tabular form. $1.50 

BEST’S LIFE CHART 
Illustrates the cost of insurance by actual dividend scales. 
Includes principle items from financial statements as well 
as essential operating ratios. $1.50 

Monthly 

BEST’S INSURANCE NEWS 
In two editions ... Life and F&C. Thoughtful analyses of 
trends, recent legal decisions, opinions and comments, 
sales slants from other fields, latest company develop- 
ments. Each edition $4.00 per year ($5.00 in Canada.) 


Since 1899 a 





73 ATOM STAGEL NEW VOM 38H E 
Annually 


FLITCRAFT COMPEND 
A pocket-sized rate book sl.owing rates, current dividends 
and histories of the life companies. Complete with basic 
tables for interest and installment figures, paid-up insur- 
ance, cash-valuves, etc. Includes policy analyses. $4.00 

SETTLEMENT OPTIONS é 
The only annual book devoted to life insurance program- 
ming. Ali the settlement options figures and practices on 
every policy issued since 1900 by the 120 leading life 
insurance companies (98% of all ordinary business.) In 
question and answer form. $7.00 

Monthly 

LIFE INSURANCE COURANT 
Basic sales information for students of life insurance. Sales 
Methods, Sales Education, Sales Facts and Figures. Leading 
life agents give tips based on actual selling experience. 
New figures each month keep the COMPEND and SETTLE- 
MENT OPTIONS up to date. $4.00 per year ($5.00 in 


Canada.) 
Since 1886 Fl itcra ft 











Incorporated, 
75 Fulton Street, 
New York 38, N. Y. 





VISUAL AIDS 


FOR INSURANCE TEACHERS 


PRESENTED BY THE NEW YORK LIFE INSURANCE COMPANY 


MOTION PICTURES 


Especially designed for the college classroom 


TAILOR-MADE DOLLARS — classroom edition 


A realistic narrative explaining the operation 
of a Planned Security Program 
Running time: 40 minutes— 16mm. sound film 


SYRICTLY BUSINESS — classroom edition 


A personalized story describing business insur- 
ance and what it can mean to a partnership 
Running time: 40 minutes — 16mm. sound film 


FROM EVERY MOUNTAINSIDE — an institutional film 
— in Technicolor 


A comprehensive view of life insurance at work 
— for the individual, his family and the na- 
tional economy ( 


Running time: 33 minutes — t6mm. & 35 mm. 
sound film 


YOURS TO SHOW - - - FREE OF CHARGE 


Mr. Robert P. Stieg 


Director of College 


WRITE TO: Be +t Lite ineurance Cos 


51 Madison Avénue 








Subscribe to... 
THE UNITED STATES REVIEW 
Leading Journal of Insurance 


52 Newsy, Instructive Issues 
for Only $4.00 


The UNITED STATES REVIEW 
Office is YOUR HEADQUARTERS 
for BOOKS ON INSURANCE 
New Editions * All Publishers 


Write to "Book Dept.” 
UNITED STATES REVIEW PUBLISHING CO. 
Philadelphia 5, Pa. 











Werbel 


107 WILLIAM ST. - NEW YORK 38, N. Y. 
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CCREF >——_ 
What Will the Price Level Be 
When I Retire? 


How much will a new suit cost? A pair of shoes? 
The daily purchases at the grocery store? Books, travel, 
the other things that make the years of retirement 
worth while for the educator? 

Inflation is causing real hardship today for anyone 
who retired on a fixed income. He receives the same 
number of dollars in his pension check each month, but 
he has seen his purchasing power dwindling away in 
recent years. 

A pioneering type of annuity, available only to col- 
lege staff members, now tries to do something about 
this problem. Educators may pay up to 50% of their 
annuity premiums to the new College Retirement 
Equities Fund; the balance of the premium to TIAA. 

The unique CREF variable annuity is based upon 
common stocks; it will pay more annuity dollars when 
common stock prices and earnings are high—generally, 
when the cost of living is high. The TIAA annuity pays 
a level number of dollars regardless of economic trends, 
thereby giving greater purchasing power when the cost 
of living is low. This balanced system tends to hedge 
against both inflation and deflation. 

Any employee of a college or university is eligible. 
Write for further details; we employ no agents. 


TEACHERS INSURANCE AND ANNUITY 
ASSOCIATION 


COLLEGE RETIREMENT EQUITIES FUND 
522 Fifth Avenue New York 36, N. Y. 














insurance Laws, Taxes and Fees 


Revised annvally by December 15th 


A systematic and comprehensive summary 
of the essential features of the multiple line 
insurance laws of the 48 states and terri- 
tories, the Dominion of Canada and the 
py my lt reegee Shows vem rhe ag of taxes 

whether percentage 
ner pened ap arp comnpeaiocall tent levied by 
and municipality ia the Uni 
Sane on insurance companies, 
agents and agencies. 





Spectator Fire Index 
Spectator Handy Chart 
Accident Insurance Register 
Insurance by States 

Weekly Bulletin 

Insurance Year Book 

Short Rate Table Card 


Building Construction As Applied 
to Fire Insurance 


READ WITH CONFIDENCE 
BY THE INSURANCE 
INDUSTRY SINCE 1868 


Reinsurance 


By Kenneth Thompso 
tion. Completely revised by the Spectator, 
this edition covers in d recent changes 
in reinsurance practices a forms. All 
types of reinsurance and excess of loss 
“umaie treated. Discusses findings of 

a court case on reinsurance 
in yy Vaie States. Indexed for speedy 
reference. 


430 pages 


no. New third edi- 


$10.00 


The Principles of Surety Underwriting 


By Luther E. Mackall, A.B., LL.B. Sixth 
edition. As a text, reference and guide, this 
book answers questions on all forms of 
surety and fidelity covera poi Yast a 
that makes i pees one) and use. Written 
to answer the th sed 
by producers and non es nr interested 


in surety production. 





OTHER SPECTATOR PUBLICATIONS 


The Adjusters Manual 

The Agents Key to Fire Insurance 

Fire Insurance Inspection and 
Underwriting 

Claims Philosophy and Practice 

Quick Pro Rata Premium Table 

Spectator Property Insurance Review 

Common Casuaiiy Claims 


Insurance Accounting 
(Fire and Casualty) 


me SPECTATOR 


56" and Chestnut Sts. « Philadelphia 39, Pa. 

















GROUP ANNUITIES 
By Kenneth Black, Jr. 


This is a timely study of the basic mechanism used by life insurance 
companies to underwrite private pension plans and thus help to meet 
a rapidly developing economic and social need. Discusses all forms 
of the group annuity contract and analyzes cost factors, dividends, 
and reserves, including the controversial ‘Experience Account.” Re- 
viewed by many group annuity experts prior to publication and re- 
garded as highly authoritative. Price $4.00. 


Other books in the HUEBNER Series 


ACCIDENT AND SICKNESS INSURANCE 
Edited by David McCahan $4.50 


INVESTMENT OF LIFE INSURANCE FUNDS 
Edited by David McCahan $3.75 


LIFE INSURANCE TRENDS AT MID-CENTURY 
Edited by David McCahan $2.75 


THE BENEFICIARY IN LIFE INSURANCE 
Edited by David McCaban $3.50 


THE ECONOMIC THEORY OF RISK 
AND INSURANCE 
By Allan H. Willet $2.25 


AN ANALYSIS OF GROUP LIFE INSURANCE 
By Davis W. Gregg $3.75 


AN ANALYSIS OF GOVERNMENT LIFE INSURANCE 
By Dan Mays McGill $3.75 


Write for “on approval’ copies. Exarnine the books free of charge 
for 10 days. Return them to the publisher postage-collect if you do 
not wish to keep them. 


UNIVERSITY OF PENNSYLVANIA PRESS 


3436 Walnut Street Philadelphia 4 

















THE IRWIN SERIES IN INSURANCE 


Editorial Committee 


EDISON L. BOWERS 
The Obio State University 


and 


DAVIS W. GREGG 
American College of Life Underwriters 








PROPERTY INSURANCE, Third Edition, Ready July 1955 
By JOHN H. MAGEE 
Director for Maine of the Federal Housing Administration 


The new Third Edition of this well-known text is something more than a revision 
since it has been entirely rewritten from beginning to end. It is now completely 
up to date. Typical contracts such as the 1943 New York Standard fire policy, the 
open cargo form, and the automobile comprehensive policy are thoroughly analyzed 
and around these contracts all other important property forms are studied. In con- 
tinuing to include casualty as wll as property lines the new edition conforms to the 
needs of the course as generally given. 


GENERAL INSURANCE, Fourth Edition 
By JOHN H. MAGEE 


The Fourth Edition of 1953 brought this standard text up-to-date, and it is now 
keyed to all important developments in the insurance field, including multiple-line 
underwriting, the increasingly popular package policies, and other new policies and 
practices. It offers the student a comprehensive general knowledge of insurance 
—— and coverages. In 1953 the Insurance Institute of America selected it as 
one of the texts for its course in Insurance Principles. 


LIFE INSURANCE, Revised Edition 
By JOHN H. MAGEE 


This book brings together all of the material the beginning life insurance student 
will need, presenting this material in a way that is both erstandable and usable. 
Mathematical formulas have been omitted, and even the more complex phases of 
life insurance are presented in clear and simple terms. On the approved list of the 
American College of Life Underwriters. 


PRINCIPLES OF INSURANCE 
By RoBERT I. MEHR and EMERSON CAMMACK 
both of the University of Illinois 


Written for the general survey course, this book is unique in that it does not cover 
each branch of insurance and éach contract i Hees, sa but rather seeks to 
develop principles which apply to any insurance contract or insurance practice the 
buyer encounters. This is also one of the texts approved by the Insurance Institute 
of America for its course in Insurance Principles. 








‘RICHARD D. IRWIN, INC. Homewood, lil. 
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GUIDE TO ACCIDENT & 
SICKNESS INSURANCE 


R. W. Osler, Vice President 
The Rough Notes Co. 


Co-author of Guide to Life Insurance and 
Modern Life Insurance 

A supplemental text for “Principles” or the 

basic “Life” course. Collateral reading for 


Economics. 
CONTENTS — ; ; : 
Economic Importance; A brief text including all the latest develop- 


. oe ments in the A&S field. Particularly timely 
rmlige seer a today when the number of new companies 
Policy, Standard, & entering this branch of the business makes 
Uniform Provisions; desirable iuller treatment of it in Principles 
Application; Underwrit- or Life courses. Thorough index; glossary 
ing; no Classes; of terms. 
cia! & Cooperative; 168 pp. Paper bound: $2 (will also be avail- 
Regulation; History anh bh ‘on next — c. fall, 1955) 
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ROUGH NOTES —rire, Casualty, Surety 


INSURANCE SALESMAN ire. Accident, Sickness 


The two leading journals of the insurance 

business, each with the greatest directly- 

paid circulation in its field. 
The Insurance Salesman and Rough Notes magazines, which began pub- 
lication in 1878, are devoted to insurance education, salesmanship, and 
management in their respective fields—an editorial program which has 
made them the leadirg insurance journals in directly-paid circulation: 


Excellent supplemental reference sources and collateral reading on any 
subject in any branch of insurance. 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 























GUIDE TO LIFE INSURANCE 


C. C. Robinson, V.P., Columbian Nat’! Life 
R. W. Osler, V.P., Rough Notes Co. 


Revised August, 1954 


A supplemental text for the “Principles” 
course. A condensed reference for the “Life” 
or advanced life courses. Collateral reading 
for Economics. 


An up-to-the-minute authority written in 
CONTENTS — concise, rapid-reading style. Invaluable for 
. Cost Factors supplemental assignment and collateral read- 
. Policies & Uses ing. Range of material never before covered 
: a in one book. Perfectly organized, written 
be ogo eal to hold the interest of the least interested 
Types Companies student. Questions and problems at end of 
Govt. Pension Plans each chapter. 


. Uses of Life Ins. 
. The Industry 207 pp. Cloth Bound: $2.50 


PADMUR rom 














GUIDEBOOKS TO GENERAL INSURANCE 


Supplemental Assignment and Source 


Reference Material — Pocket Encyclopedias 


Agent’s Fire Insurance Guide 
Agent’s Casualty Guide, by Gee 
Agent’s Automobile Guide, by Gee 
Agent’s Bonding Guide, by Gee 
Complete Set — $6.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 


1142 N. Meridian Street Indianapolis 6, Indiana 
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© McGRAW-HILL 


announces the FOURTH EDITION 
of a beading text since 19350 


INSURANCE 














Its Theory and Practice in the United States 
McGraw-Hill Insurance Series————_ 


by ALBERT H. MOWBRAY 
RALPH H. BLANCHARD 
Professor of Insurance 
Graduate School of Business 
Columbia University 








One of the few books in the field which presents a thorough treatment 
of the theory and practice important to all phases of insurance work. 
The book broadly covers both private and governmental insurance 
and gives the student a general understanding of the basis of insur- 
ance, its problems, its mechanisms, and its practical applications. 


It deals with the problems of risk and the various ways of meeting 
it; insurance policy contracts, types of insurer, the problems of in- 
surers, state supervision, social insurance, and risk management. 


In each part, the principles and practice common to all or most 
kinds of insurance are discussed, with indication of the variations and 
practices peculiar to individual kinds. More than other books, it em- 
phasizes the basic principles. 


¢ ——- OUTSTANDING FEATURES — ° 


The broad survey of all kinds of insurance provides a solid base from 
which to study or practice specialized lines. 


Practical examples gathered from insurance officials, technicians, and 
insureds are used to clarify statements of theory. 


Emphasis throughout is on the development of understanding. 
¢ Send for a copy on approval ¢ 


WceGraw-Huk 
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330 West 42nd Street New York 36, N. Y. 
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A NEW GENERAL INSURANCE TEXTBOOK ... 


PROPERTY AND CASUALTY INSURANCE 
A Guide Book for Agents and Brokers—By Philip Gordis 
Covers all branches of the business except life insurance. Explains 
clearly and simply the purposes of the policy and the needs for the 
coverage—what the provisions mean, and why they are necessary; 
exactly what the policy covers, and how losses will be paid, with 
examples whenever necessary. 
Philip Gordis learned how to write this book through many years 
of practical insurance work in the toughest competitive market in 
the country; through constant study and, most of all, from the thous- 
ands of students who have studied under him to prepare for the 
New York State license examinations for agents and brokers. All 
information is checked against laws, rules and regulations of ALL 
STATES, and variations noted. 
This is really seven books in one: Fire and Allied Lines, Inland aud 
Ocean Marine, Crime Coverages, Fidelity and Surety Bonds, Liability 
Insurance, Automobile, and Other Classes of Insurance. 
Cloth bound, 529 pages, 6” x 9” $7.50 


A NEW AGENCY MANAGEMENT HANDBOOK ... 


STEP BY STEP 


An Office Manual for Insurance Agencies, by Richard J. 
Layton 

Written for agents from an agent’s point of view, this book gives 
practical solutions on how to cut the seemingly endless detail in local 
agency operations. For students not yet in business, a valuable 
guide as to what must be done, and how to do it. 

It is an Office Manual for local insurance agencies, written in plain 
everyday terms without the frills and superfluous material which 
usually clutter an office management textbook. Every step of rec- 
ording a policy is discussed in detail along with numerous brand new 
ideas in agency office systems. Large size illustrations of suggested 
forms are plentiful throughout the book. 

Known throughout the country as an authority on agency manage- 
ment, Mr. Layton has lectured on the subject at dozens of “short 
course” insurance schools (7 consecutive years at the Advanced 
Agency Management School at the University cf Connecticut), and 
has given similar lectures before nearly every state association in 
the country. 


Cloth bound, 84 pages, 84%” x 11” $2.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 

















INSURANCE 


By S. B. AckERMAN, New York University 


Reflects important developments in the insurance field which affect 
both buyer and seller. For each type of insurance, the book presents 
discussion and analysis of policy provisions, and the various clauses 
that may be added to policies to make them meet the requirements 
and circumstances of the individual case. It provides guidance needed 
in securing the most effective protection in the most economical man- 
ner. Third Ed. Revised printing. 801 pages, $6.50 


CASUALTY INSURANCE 


By C. A. Kuxp, University of Pennsylvania 


Widely adopted for university courses. This book puts within the 
covers of a single volume an — treatment of hazards and policies, 
companies and rates. Liberally documented with the emphasis 
throughout on basic principles. Revised Ed. 680 pages, $6.00 


LENGTH OF LIFE 


By Louis I. Dustin, the late ALrrep J. Lorxa, and MorTIMER 
SPIEGELMAN, all of the Metropolitan Life Insurance Company 


Traces and interprets the progress made in health and longevity from 
earliest times to the present day. Analyzes the basic contributions in 
vital statistics, public health, and medical science, as they bear on 
longevity. Revised Ed. 82 charts, 94 tables, $7.00 


THE MONEY VALUE OF A MAN 


By Louis I. Dusiiw and the late Atrrep J. Lorxa both of the 
Metropolitan Life Insurance Company 


This useful volume is based on the authors’ work in life insurance in 
determining the money value of persons at various ages according to 
their earnings. Of special interest to those concerned with evaluating 
insurance needs and those charged with making fair awards for per- 
sonal injury and incapacitation., 8 charts, 57 tables, $7.00 


Insurance Practices in School _ 
Administration 


By Henry H. Linn, Columbia University; and ScHuyLer C. Joyner, 
Los Angeles City Schools 


Explains insurance problems involved in the business administration of 
school systems and individual schools. Covers risks to which schoois 
are especially subject, sets forth practices generally followed by schools 
all over the country. 83 forms, tables. 446 pages, $6.50 
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PROCEEDINGS 


The Secretary has copies of 


the Proceedings of previous 


Annual Meetings available 
at prices ranging from 50c 


up to $2.50 each 

















PURPOSES 


A. Promotion of insurance education. 


B. Encouragement of research in the insurance field. 
©. To provide an open forum for scientific discussion of all kinds of insurance. 


The Association will take no position as an organization 
on any insurance problem, nor will it be in any way respon- 
sible fcr the expression of opinion of any one of its members. 
D. Publication of such material as may from time to time seem appropriate 
in forwarding the general purposes of the Association. 
E. Cooperation with other American organizations interested in whole, or in 
part, in insurance education. 
F. Cooperation with similar organiz tions in foreign countries. 





MEMBERSHIP REQUIREMENTS 


1. Actwe—A y person who, at the time he originally applies for membership, 
or at the time he requests reinstatement of a membership previously lapsed, 
holds a teaching appointment in an accredited college or university in the 
Uniteé States or Canada, and who is offering for degree credit one or more 
graduate or undergraduate courses devoted entirely to insurance (including 
insurunce lew and actuarial science). 


Assooiate—Any person not eligible for active membership who (1) is or 
has Veen engaged in teaching classes of insurance, or (2) has or has had 
as his primary responsibility supervision of the formal insurance training or 
education of agents, or (3) has or has had as his major assignment, actu- 
arial, research, or statistical duties in the field of insurance. Associate mem- 
bers shall not have the right to vote or to hold office, except as hereinafter 


previded. 











Long-favored text for both CLU and CP « CU 
examinees and general survey-course students. 























INSURANCE PRINCIPLES AND PRACTICES 
3rd Edition (1947) 


by ROBERT RIEGEL, University of Buffalo and 
JEROME S. MILLER, insurance broker 

Thorough and well-organized coverage of all aspects 
of insurance has made this text the recognized leader 
in the field for over 80 years. It not only details func- 
tional and legal aspects of major types of insurance, 
but also explains in general terras the economic basis, 
contractual nature and operating organization of in- 
surance as a social institution. 
ee % omen eee ey ome oo 
voted to each are: 

LIVE—~Types-of peli . . Seno presi... , net 
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pensation . . . social insurance. 


decane ouip sided tecka’ . the contract . . 
endorsements . . , clauses . . ; forme. 5 , deamring con- 
soquentinl nama . settlement of loeses . . . rates . 
fire insurance reserves . ,  Midecallansous property in- 

surance. 


TRANSPORTATION RUVES--Cleaah yenstn treameace... 
Toland secsebaadis 


LEGAL LIABILITY AND PROPERTY DAMAGE—Dis 
ability . . automobile . . . aviation insurance. 


DISHONESTY—Theft deena: . » fidelity bonds. 


FAILURE OF OTRERS Sty bend ee 
ance . . title insurance. 
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